NOTICE OF OFFICE OF MANAGEMENT AND BUDGET ACTION

Madeleine Clayton 06/26/2001
Departmental Forms Clearance Officer

Office of the Chief Information Officer

14th and Constitution Ave. NW.

Room 6086

Washington, DC 20230

In accordance with the Paperwork Reduction Act, OMB has
taken the following action on your request for approval of the
reinstatement of an information collection received on 04/06/2001.

TITLE: Interim Capital Construction Fund Agreement and
Certificate Family of Forms

AGENCY FORM NUMBER(S): NOAA-FORM-88-14
ACTION : APPROVED

OMB NO.: 0648-0090
EXPIRATION DATE: 06/30/2004

BURDEN RESPONSES BURDEN HOURS BURDEN COSTS
Previous 0 0 0
New 1,000 2,250 3
Difference 1,000 2,250 3

Program Change 2,250 3
Adjustment 0 0

TERMS OF CLEARANCE: None

NOTE: The agency isrequired to display the OMB control
number and inform respondents of its legal
significance (see 5 CFR 1320.5(b)).

OMB Authorizing Official Title

Donald R. Arbuckle Deputy Administrator, Office of
Information and Regulatory Affairs




PAPERWORK REDUCTION ACT SUBMISSION

Please read the instructions before completing this form. For additional forms or assistance in completing this form, contact y our agency's
Paperwork Clearance Officer. Send two copies of this form, the collection instrument to be reviewed, the supporting statement, and any
additional documentation to: Office of Information and Regulatory Affairs, Office of Management and Budget, Docket Library, Ro om 10102,
725 17th Street NW, Washington, DC 20503.
1. Agency/Subagency originating request 2. OMB control number b.[ ] None
DOC/NOAA/NMFS a. 0648 . 0090
3. Type of information collection (check one) 4. Type of review requested (check one)
a. [[1] Regular submission
a.[ ] New Collection b. Emergency - Approval requested by / /
C.

b.[ ] Revision of a currently approved collection
c. [M] Extension of a currently approved collection

d.[ ] Reinstatement, without change, of a previously approved
collection for which approval has expired

e.[ ] Reinstatement, with change, of a previously approved
collection for which approval has expired

f. [ ] Existing collection in use without an OMB control number

For b-f, note Item A2 of Supporting Statement instructions

Delegated

5. Small entities ) o o
Will this information collection have a significant economic impact on
a substantial number of small entities? [ ] Yes [M] No

6. Requested expiration date
a. [[1] Three years from approval date b. [ ] Other Specify:__ [/

7. Title

Interim Capital Construction Fund Agreement and Certificate Family of Forms

8. Agency form number(s) (if applicable)  NOAA Form 88-14

9. Keywords fishing vessels, taxes'

10. Abstract

The Capital Construction Fund Program allowscommercial fishermen to enter into agreements with the Secretary of Comme
establish accounts to fund the construction, reconstruction, or replacement of a fishing vessel. Monies placed into the accoul
tax deferral benefits. Persons must apply for the program to establish their eligibility.

11. Affected public (Mark primary with "P" and all others that apply with "x")

a. ___Individuals or households d. Farms
b. P Business or other for-profite. Federal Government
c. Not-for-profit institutions ~ f. State, Local or Tribal Government

12. Obligation to respond (check one)

a.[ ] Voluntary
b. [ ] Required to obtain or retain benefits
c.[ ]Mandatory

13. Annual recordkeeping and reporting burden

a. Number of respondents 1,00C
b. Total annual responses 1,00C

1. Percentage of these responses

collected electronically 0 %

c. Total annual hours requested 2,25C
d. Current OMB inventory 2,25C
e. Difference 0
f. Explanation of difference

1. Program change 0

2. Adjustment

14. Annual reporting and recordkeeping cost burden (in thousands of
dollars)
a. Total annualized capital/startup costs

b. Total annual costs (O&M)

c. Total annualized cost requested

d. Current OMB inventory

WO WwWw|Oo

e. Difference

f. Explanation of difference
1. Program change

w

2. Adjustment

15. Purpose of information collection (Mark primary with "P" and all
others that apply with "X")

a. _P_Application for benefits e. X Program planning or management
b. __ Program evaluation f.__ Research

c. __ General purpose statistics g._X_Regulatory or compliance

d. __ Audit

16. Frequency of recordkeeping or reporting (check all that apply)

a. [ ] Recordkeeping b.[ ] Third party disclosure

c. [M] Reporting
1.[0] On occasion 2.[ ]Weekly 3.[ 1 Monthly
4.[ ]Quarterly 5. ]Semi-annually 6.[ ]Annually
7.[ ]1Biennially  8.[ ]Other (describe)

17. Statistical methods
Does this information collection employ statistical methods
[ ] Yes [O] No

18. Agency Contact (person who can best answer questions regarding
the content of this submission)

Charles L. Cooper
301-713-2396

Name:
Phone:

OMB 83-I

10/95



19. Certification for Paperwork Reduction Act Submissions

On behalf of this Federal Agency, | certify that the collection of information encompassed by this request complies with
5 CFR 1320.9

NOTE: The text of 5 CFR 1320.9, and the related provisions of 5 CFR 1320.8(b)(3), appear at the end of the
instructions. The certification is to be made with reference to those regulatory provisions as set forth in
the instructions.

The following is a summary of the topics, regarding the proposed collection of information, that the certification covers:

(a) It is necessary for the proper performance of agency functions;
(b) It avoids unnecessary duplication;
(c) It reduces burden on small entities;
(d) It used plain, coherent, and unambiguous terminology that is understandable to respondents;
(e) Its implementation will be consistent and compatible with current reporting and recordkeeping practices;
(f) It indicates the retention period for recordkeeping requirements;
(9) It informs respondents of the information called for under 5 CFR 1320.8(b)(3):
(i) Why the information is being collected;
(i) Use of information;
(iii) Burden estimate;
(iv) Nature of response (voluntary, required for a benefit, mandatory);
(v) Nature and extent of confidentiality; and
(vi) Need to display currently valid OMB control number;

(h) It was developed by an office that has planned and allocated resources for the efficient and effective manage-
ment and use of the information to be collected (see note in Item 19 of instructions);

(i) It uses effective and efficient statistical survey methodology; and
() It makes appropriate use of information technology.

If you are unable to certify compliance with any of the provisions, identify the item below and explain the reason in
Item 18 of the Supporting Statement.

Signature of Senior Official or designee Date

OMB 83-I

10/95




Agency Certification (signature of Assistant Administrator or head of MB staff for L.O.s, or of the Director of a Program or Staff
Office)

Signature 4 EZ %A@ Date

2-22-0|

Signature of NOAA Clearance Officer

Signature . Date

3/27/2001




SUPPORTING STATEMENT
INTERIM CAPITAL CONSTRUCTION FUND AGREEMENT, CERTIFICATE OF
CONSTRUCTION/RECONSTRUCTION, AND SCHEDULE B - QUALIFIED VESSEL
FOR RECONSTRUCTION
OMB CONTROL NO. 0648-0090

A. JUSTIFICATION

1. Explain the circumstances that make the callection of infor mation necessary.

The Merchant Marine Act of 1936, as amended by P.L. 91-469 and P.L. 99-514, providesfor the
adminigtration of a Capital Congtruction Fund (CCF) Program by NMFS. The law requires that
gpplicants enter into formal agreements with the Secretary of Commerce. The agreement dlowsthe
fishermen to defer taxable income from operation of their fishing vessdsif the money is placed into an
account to fund the construction, recongtruction, or replacement of afishing vessd. The program
requirements are detailed at 50 CFR Part 259. The agreement is a contract between the Secretary of
Commerce and the agreement holder specifying the obligations of each party. Schedule B specifiesthe
congtruction, acquisition, or reconstruction objectives planned under the agreement. The Certificate of
Congtruction/Recongtruction certifies the completion of Schedule B objectives.

2. Explain how, by whom, how freguently, and for what purpose the infor mation will be used

NMFS collects information to determine whether an gpplicant is digible for aforma agreement.

. Specific information about the vessel and its characteristics are needed to clearly identify the
vess affected by the agreement.

. Information on type of gear, fishery, and areas of operation is required because program
benefits are limited for certain fisheries designated as “conditiona fisheries’, and because
NMFS mugt track where the assstance is going to in the industry.

. Information on ownership and percentage of ownership is used to determine digibility and the
proper alocation of cogt to the agreement vessd.

. Information on the bank or other indtitution at which the CCF account will be established is
needed for enforcement purposes.

. Principle mortgage balance and depreciable basis are used to determine limitations of costs of

objectives for compliance with program regulations. Objective costs are limited to the lesser of
the principle mortgage balance or depreciable basis as of the beginning of the year in which the
obj ective commenced.

. Dates and times for completion and the specific types of improvementsto the vessd are needed
to determine compliance with regulations, which impose time redtrictions for beginning and
completing objectives.



If dl of the information was not gathered NMFS could not be certain of the gpplicant’ s digibility for an
agreement, track program activity, or ensure compliance with other requirements. Subsequent reports
of the deposits and withdrawal s form agreement accounts are cleared under 0648-0041.

3. Describe whether, and to what extent, the callection of infor mation involves the use of
automated, eectronic, mechanical, or other technological techniques or other forms of
information technology.

The Program ADP system will be modified to accept eectronic filing, however, it is unlikely to be used
often in this manner because most of the respondents do not have access to a computer. All
information on the form is the minimum required by law. Because the information collected relates to
financid transactions of individuals and businessesiit is not disclosed to the public in any form..

4. Describe effortsto identify duplication.

NMFSis soldly responsible for the program. Some requirements for financia (tax) and vessdl
registration documents duplicate data submitted to other agencies, but NMFS accepts copies of this
documentation.

5. If the collection of infor mation involves small businesses or other small entities, describe
the methods used to minimize burden.

The requirements are the minimum to ensure digibility. No specid provisonsfor smal busnesses are
made.

6. Describethe consequencesto the Federal program or policy activitiesif the collection is
not conducted or isconducted less frequently.

The information is only collected once and isinitiated by the respondent.

7. Explain any special circumstances that require the collection to be conducted in a manner
inconsistent with OM B quiddlines.

The collection is consstent with OMB guidelines.

8. Provide a copy of the PRA Federal Register notice that solicited public comments on the
information collection prior to this submisson. Summarize the public commentsreceived in
response to that notice and describe the actions taken by the agency in response to those
comments. Describethe effortsto consult with persons outside the agency to obtain their
views on the availability of data, frequency of collection, the clarity of instructions and
recor dkeeping. disclosure, or reporting format (if any). and on the data e ementsto be
recorded, disclosed, or reported




The PRA Federd Regigter notice that solicited public comments on the information collection is
attached; no comments were received on the proposed collection. Consultation with program users,
their accountants, and attorneys, as well as with the Internd Revenue Service is on-going about dl
agpects of the program including information collection.

9. Explain any decisionsto provide payments or qiftsto respondents, other than
remuner ation of contractorsor grantees.

No payment or gift to respondentsis provided.

10. Describe any assurance or confidentiality provided to respondents and the basisfor
assurancein statute, regulation, or agency policy.

NMFS normaly will treet dl financia information pertaining to amounts on deposit, deposits, and
withdrawas and tax returns as confidentia to the extent required by the Privacy Act and will only
release such information to third parties when ordered to do so by a court.

11. Provide additional justification for any questions of a sensitive nature, such as sexual
behavior and attitudes, religious beliefs, and other matter sthat are commonly considered

private.

No senstive questions are asked, however, the provision of the agreement holder’s Socid Security
Number is required pursuant to 46 USC Sec. 1177 (m)(2) which requires NMFS to report annudly to
the IRS on capita congtruction funds including the name and taxpayer identification number of each
agreement holder.

12. Provide an estimatein hours of the burden of the collection of infor mation.

The estimated total annua burden is asfollows

500 respondents x 1 agreement x 3.5 hrs/agreement = 1,750 hours
500 respondents x 1 certificate x 1 hr/certificate = 500 hours

TOTALS = 1,000 respondents, 1,000 responses, and 2,250 hours

The cost of the response time to the public is estimated to be $22/hr, for atotal of $49,500



13. Provide an estimate of the total annual cost burden to the respondents or record-keepers
resulting from the callection.

Annualized costs per respondent are estimated at $5.70 for the agreement ($3.20 for postage and
$2.50 for copying) and $.59 for the certificate ($.34 for postage and $.25 for copying). Based on 500
agreement responses and 500 certificate responses, this equates to $3,145.

14. Provide estimates of annualized cost to the Federal government.

No. of responsesx avg timeto review x avg sdary of reviewer/hr plus 35% overhead =
1,000 x 1 hr x $25.55 + 35% = $34,492.50

15. Explain thereasonsfor any program changes or adjusmentsreported in Items 13 or 14
of the OMB 83-I.

The only change requested is for inflation adjusted costs to the public and Federal government. Certain
costs that were previoudy overlooked are now accounted for.

16. For callections whose results will be published, outline the plansfor tabulation and
publication.

The information collected is not published.

17. 1f seeking approval to not display the expiration date for OMB approval of the
infor mation collection, explain the reasons why display would be inappr opriate.

The forms will display the expiration date of OMB approvd.

18. Explain each exception to the certification statement identified in Item 19 of the
OMB 83-1.

There are no exceptions.
B. COLLECTIONSOF INFORMATION EMPLOYING STATISTICAL METHODS

Statistica methods are not used for this collection.



APPLI CATI ON | NFORVATI ON FOR THE FI SHI NG VESSEL
CAPI TAL CONSTRUCTI ON FUND ( CCF) AGREEMENT

ELIGBILITY: I US Citizenship
I Owm or |ease one or nore eligible vessels
I Have an acceptable programfor construction,
reconstruction, or acquisition of one or nore
qualified vessels
CONTENTS: I Brochure

CCF informati on published by the IRS (from Pub. 595)

Application Instructions

Application Form

Schedul e A and Schedul e B Forns

NCAA Form 88-14, Interim Capital Construction Fund
Agreenent (2 copi es)

Sec. 607 of the Merchant Marine Act, 1936, as anended

50 CFR, Part 259 CCF Regul ations

26 CFR, Part 3 Internal Revenue Service Rules &
Regul ati ons

CCF | nvest nent Qui de

TAX QUESTI ONS: Any questions with respect to Federal tax returns or
related tax matters should be cleared with the Internal Revenue
Service since their ruling will be final and binding. Please
reference I RS Publication 595, "Tax Cuide for Commercial Fishernen,"”
and I RS Code Section 7518.

Send your application 45 days prior to your tax due date, with
extensions (if any), for filing your Federal Inconme Tax Return in
order to provide NOAA Fisheries (National Marine Fisheries Service or
NVFS) sufficient tinme to process your CCF Agreenent.

Mai | the package to:

NOAA/ NMFS Fi nanci al Services Division, F/ SF2
Capital Construction Fund Program
1315 East-West Hi ghway
Silver Spring, MD 20910
Tel ephone: (301) 713-2393



NOAA Form 88-14 is used to establish eligibility of comerci al
fishermen for entering the agreenent for a Fishing Vessel Capital
Construction Fund and to certify conpletion of the agreenent
objectives. The programis statutorily nandated under Section 607 of
t he Merchant Marine Act, 1936, as anended. The information collected
is required pursuant to 50 CFR, Part 259 and P.L. 99-514, and is
needed for responsible program adm ni strati on.

The information is used by the Governnment for the purpose of
responsi bly adm ni stering the agreenent under the FVCCF program
regul ati ons.

Public reporting burden for this collection of information is
estimated to average 3.5 hours per response for the agreenent
application and 1 hour for the certificate of
construction/reconstruction, including the tine for review ng

i nstructions, searching existing data sources, gathering and
mai nt ai ni ng the data needed, and conpl eting and reviewi ng the
collection of information. Send comments regarding this burden
estimate or any other aspect of this collection of information,
i ncl udi ng suggestions for reducing this burden, to NOAA/ NVFS,

Fi nanci al Services Division, F/ SF2, 1315 East-Wst Hwy., Silver
Spring, MD 20910.

Assurance of confidentiality is given in programregul ations at 50 CFR
Part 259.

Not wi t hst andi ng any ot her provision of the law, no person is required
to respond to, nor shall any person be subject to a penalty for
failure to conply with, a collection of information subject to the
requi renents of the Paperwork Reduction Act, unless that collection of
information displays a currently valid OVB control nunber.



INSTRUCTIONSTO APPLY FOR
FISHING VESSEL CAPITAL CONSTRUCTION FUND AGREEMENT

» APPLICATION FORM

Social Security/Employer Identification Number: If you are a sole proprietor of
your business or a partner in a partnership and you are applying as an individual
taxpayer, enter your Social Security number. If you are applying as a corporation or
partnership taxpayer, enter the Employer Identification number.

Estimated CCF Deposit: Enter the estimated amount of your initial CCF deposit
attributable to your Schedule A eligible vessel(s) from sale or insurance proceeds,
fishing income, and or/depreciation.

CCF Depository: Provide the name and address of each FDIC or SIPC insured
bank, savings and loan, brokerage firm, etc., where you plan to set up your CCF
account. All CCF assets must be kept separate and apart from any general operating or
personal funds, and you must notify us of any change in depositories prior to making
the change. Any investment of the account shall be made in accordance with Article
VII of the Agreement and Sec. 607(c) of the Act.

Evidence of Ownership or Lease for Schedule A Vessels:

For each vessel you own or lease submit a copy (back and front) of the current

Coast Guard Form 1270, "Certificate of Documentation;" or, if the vessel is
2 - 5 net tons, submit a copy of the current Certificate of Number

for an undocumented vessel.

For each vessel you lease, submit a copy of the current Lease Agreement.

If you sold the eligible Schedule A vessel during the year, submit a copy of
Coast Guard Form 1332, "Abstract of Title,” or a fully executed Bill of Sale
copy. You must provide acceptable evidence of your ownership immediately
prior to the sale of the vessel.

Proof of U.S. Citizenship: If the Schedule A vessel is Coast Guard documented in
your name, no additional proof is necessary. If the vessel is undocumented or leased,
provide a copy of your birth certificate, naturalization certificate, current passport, or a
notarized affidavit. Corporations or partnerships must be U.S. citizens within the
meaning of 46 U.S.C. 802. Complete the attached forms for corporations or
partnerships.



Application Instructions for Page 2
Fishing Vessel Capital Construction Fund

» FISHING VESSEL CCF APPLICATION FORM - continued

Federal Income Tax Return Copies: Submit complete and signed copies of your
Federal returns as filed with IRS for the previous 2 years, i.e., if this application is for
taxable year ending December 31, 1997, submit copies of your 1995 and 1996 Federal
returns; or if this application is for fiscal year ending March 31, 1997, submit copies of
your FY 1994 and FY 1995 Federal returns.

Federal Tax Extension Notice Copy: If, at the time you are applying for this
Agreement, you are on automatic extension for filing your tax return, you must include
a signed and dated copy of the IRS Automatic Extension form as filed with IRS. If, in
fact, you are on an additional extension, you must include a copy of the IRS approved
Additional Extension form.

» SCHEDULE A "ELIGIBLE" VESSEL AND SCHEDULE B "QUALIFIED" VESSEL
FORMS

The terms "eligible™ and "qualified” vessel mean any vessel 2 net tons and over, and (a)
constructed in the United States, and if reconstructed, reconstructed in the U.S.; (b)

documented for fishery under the laws of the U.S.; and, (c) operated in the fisheries of the
U.S.

On both Schedule A and Schedule B forms, under:

"Vessel Type", the term "Charter’ means a vessel which will carry fishing parties for
hire.

"Fishery of Operation," list in order of importance the common name of the species of
fish and shellfish each vessel does or will catch, process, or transport.

"Area of Operation," list the geographical areas where each vessel does or will operate,
i.e., Alaska, East Coast, Gulf of Mexico, West Coast, etc.

» SCHEDULE A ELIGIBLE VESSEL FORM

Complete a Schedule A form for each eligible (income producing) vessel you owned or leased
during all or a portion of the first taxable year for which you are applying.



Application Instructions for Page 3
Fishing Vessel Capital Construction Fund

» SCHEDULE B QUALIFIED VESSEL FORMS

Complete a Schedule B form for each qualified vessel project reflecting actual or anticipated
plans for construction, acquisition, or reconstruction. PLEASE NOTE-- give your best
estimate completing all blanks because the project(s) must be a firm representation of
your actual intentions. Your first objective should commence within 10 years after entering
the CCF Agreement. If your original plans change, your Schedule B objective(s) may be
amended (subject to regulations) by mutual consent.

TCONSTRUCTION, ACQUISITION AND/OR MORTGAGE PAYMENTS

Construction of a new vessel must take place in the U.S. and must be completed within
18 months, unless otherwise consented to.

In order to acquire a used vessel, you must agree to accomplish a second objective. If
you do not complete the second objective, all previous withdrawals for acquisition of the
used vessel may be considered nonqualified.

Acquisition requirements are:

(@) if the vessel to be acquired is not more than 5 years old, you must
accomplish either construction of a new vessel within 10 years, or reconstruction
of a vessel within 7 years from the date of purchase; or,

(b) if the vessel is more than 5 years old, that same vessel’s
reconstruction must be accomplished within 7 years from the date of purchase.
You must include this additional required Schedule B objective form with your
application. See reconstruction requirements below.

Principal Mortgage Payments. If you do not use the CCF to initially acquire a used
vessel and wish to have as your Schedule B objective in your Agreement to make the
principal mortgage payments on the vessel, you must agree to the same requirements for
acquisition of a used vessel. The vessel must also have enough remaining basis for
depreciation to reduce for the amount of the payments to be paid with CCF. You must
provide evidence of this related debt, such as, copies of mortgage or promissory note.



Application Instructions for Page 4
Fishing Vessel Capital Construction Fund

» SCHEDULE B QUALIFIED VESSEL FORMS - Continued
TRECONSTRUCTION
The reconstruction work must take place in the U.S.

Time Allowed: Once started, the reconstruction project must be completed
within 18 months, unless otherwise consented to.

Minimum Cost Requirement: Each reconstruction must equal at least 20 percent
of the original acquisition cost, or $100,000, whichever is less.

Type of Improvements: A reconstruction may include rebuilding, replacing,
reconditioning, converting and/or improving any portion of a vessel. The
improvements must prolong the useful life of the reconstructed vessel, increase
its value, or adapt it to a different commercial use in the fishing trade or
industry.

» NOAA FORM 88-14, INTERIM CAPITAL CONSTRUCTION FUND AGREEMENT
Important--Complete only the last page of both CCF Agreement forms.

All applicants print or type your name(s) and Social Security Number or Employer
Identification Number next to the word "Party" (on lower right side of page).

Directly below "Party," the applicant’s signature(s) must appear on the "By" line, and below
your signature enter your title, i.e., Owner, Lessee, President. The signature(s) may be
witnessed on the "By" line (on left side of page).

If signature is by an attorney-in-fact, provide a signed original Power of Attorney authorizing
same.

Corporations. The authorized officer’s signature must be attested to by the corporate secretary
(on left side of page).

In addition, a corporate resolution to enter the Agreement, or the enclosed Certificate of
Corporate Secretary form must accompany all corporation applications.

Partnerships. All partners must sign, unless a managing owner or other party has been
directed to carry on all CCF activities. A document evidencing this must be provided with the
application.



Application Instructions for Page 5
Fishing Vessel Capital Construction Fund

» GENERAL INFORMATION

Upon approval of your CCF application, you will receive:

T An approval letter

1'Your copy of the executed CCF Agreement with approved
Schedule A and Schedule B forms

T A letter authorizing withdrawals if the objective has
commenced or is scheduled to commence within two years

! Annual Deposit/Withdrawal Report forms, instructions, and
reporting requirements

I Investment Guide

A:NAp_Inst.wpd
April 21, 1998 printed March 6, 2001 (mem)



OMB No. 0648-0090
Expires: 3/31/2001

FISHING VESSEL CCF APPLICATION Date:

CCF Applicant Name:

Taxable Entity type: Q Individual Q C-Corporation Q S-Corporation Q Partnership

CCF application for the taxable year ending: _(date)

Social Security/Employer Identification Number:

Estimated initial CCF deposit attributable to Schedule A vessel(s) from:

Fishing Income $ Sale/Insurance Proceeds $ , Depreciation $

Name and Address of each CCF depository (bank, brokerage, etc.) to be used:

The following checked items are attached as a part of this application: (Note: *Required **See instructions)
__ *NOAA Form 88-14, Interim Capital Construction Fund Agreement (2 signed forms)

*Completed Schedule A and Schedule B forms

___*Evidence of ownership for all Schedule A eligible vessels to be a part of this CCF Agreement
**Evidence of lease for Schedule A vessel(s)

**Proof of U.S. citizenship (if Schedule A vessel leased, or 2 - 5 net tons)

____**Evidence of debt for Schedule B vessel

*Federal tax return copies as filed with IRS for previous 2 years

**Signed and dated copy of IRS Automatic Extension notice, and copy of IRS approved Additional
Extension Request, if applicable to this taxable year application

| hereby give permission to the administrators of my Capital Construction Fund Agreement to release and
obtain any information about the CCF Agreement from the following representative:

Representative (Name, Firm, etc.)

Address:
Phone _( ) FAX Phone__( )
Mail all CCF correspondence to: My Address My Representative Both

Applicant's Signature and Title

Address:

Phone _( ) FAX Phone _( )




OMB No. 0648-0090
Expires: 3/31/2001

SCHEDULE A
ELI G BLE VESSEL

CASE NO.
A. NAME OF VESSEL: OFFI Cl AL NO.
B. NAME OF OMNER:
C. PERCENT OF OWNERSHI P: % DATE ACQUI RED:
D. NAME OF LESSEE (If applicable):
E. DATE VESSEL LAST DOCUMENTED:
F. TRADE(S) VESSEL DOCUMENTED FOR:
G. DATE VESSEL CONSTRUCTED:
H. PLACE CONSTRUCTED (CITY & STATE):
. NET TONNAGE: TONS NUMBER OF CHARTER
J. GROSS TONNAGE: TONS PASSENGERS:
K. LENGTH ( OVERALL/ REG STERED) : FEET

TENDER/

L. VESSEL TYPE: CATCHER ( ) PROCESSOR ( ) TRANSPORTER ( ) CHARTER ( )

M CGEAR TYPE (Seine, Traw, Pots, etc.):

N. FI SHERY OF OPERATI ON (sal non, king crab, etc.):

O. AREA OF OPERATI ON:

Dat e:

A PAGE



OMB No. 0648-0090
Expires: 3/31/2001

SCHEDULE B - QUALI FI ED VESSEL FOR
CONSTRUCTI ON, ACQUI SI TI ON ANDY OR MORTGAGE PAYMENTS

CASE NO
A. NAME OF VESSEL: OFFI CI AL NO
B. NAME OF OMNER:
C. PERCENT OF OWNERSHI P: %
D. ANTI Cl PATED OR TOTAL ACTUAL COST OF VESSEL: _$
E. PRI NCI PAL MORTGAGE BALANCE $ , AS OF
F. DEPRECI ABLE BASIS $ , AS OF

G ANTI Cl PATED OR ACTUAL DATE OF ACQUI SI TI ON:

If acquisition of a used vessel, skip to Line K

H  ANTI Cl PATED BEG NNI NG DATE OF CONSTRUCTI ON:

. ANTI Cl PATED DELI VERY DATE:

(Must be within 18 nonths of begi nning date)

J. CONSTRUCTI ON TO BE DONE BY: CONTRACT ( ) OANER ( ) BOTH ( )

K. NET TONNACE: TONS

NO. CHARTER
L. GROSS TONNACE: TONS  PASSENCGERS:
M  LENGTH ( OVERALL/ REG STERED) : FEET
N. ACE ( SHOW YEAR CONSTRUCTED) :

TENDER/

O VESSEL TYPE: CATCHER ( ) PROCESSOR ( ) TRANSPORTER ( ) CHARTER ( )
P. GEAR TYPE (seine, traw, pots, etc.):
Q FI SHERY OF OPERATI ON (sal non, king crab, cod, etc.):

R AREA OF OPERATI ON:

DATE:

B PAGE



OMB No. 0648-0090
Expires: 03/31/2001

SCHEDULE B - QUALI FI ED VESSEL FOR RECONSTRUCTI ON

CASE NO.
A, NAME OF VESSEL: OFFI CI AL NO.
B. NAME OF OMNER:
C. PERCENT OF OANERSHIP: __ % D. YEAR CONSTRUCTED:
E. ORIG@ NAL COST OF VESSEL:
F.  ANTI Cl PATED OR ACTUAL TOTAL COST OF RECONSTRUCTI ON: _$

(Anount nust be 20% of Line "E' anount or $100, 000, whichever is |ess)

G  MORTGAGE OR DEBT RELATED TO THI S RECONSTRUCTI ON: _$

H  RECONSTRUCTI ON TO BE DONE BY: CONTRACT ( ) OAMER () BOTH ( )

1. BEG NNI NG DATE: 2. DELI VERY DATE:
(Note:--Delivery date nmust be within 18 nonths of begi nning date)

3. | MPROVEMENTS (new engi ne, electronics, etc.):

BEFORE RECONSTRUCTI ON: AFTER RECONSTRUCTI ON:
l. NET TONS NET TONS
NO. CHARTER NO. CHARTER
J. GROSS TONS PASSENGERS GROSS TONS __ PASSENGERS
K. FEET FEET
TENDER/

L. VESSEL TYPE: CATCHER ( ) PROCESSOR ( ) CHARTER ( ) TRANSPORTER ( )

M CEAR TYPE (seine, trawl, pots, etc.):

FI SHERY OF OPERATI ON (sal non, king crab, cod, etc.):

O  AREA OF OPERATI ON:

( ) Conditioned upon satisfying the requirenents of 50 CFR, §259. 31.
() Wthdrawal limted to Party's share of cost/share of ownership.

Dat e:

B PAGE



OVB No. 0648- 0090
Expi res: 3/31/2001

Case No. CCF-

CERTI FI CATE OF CONSTRUCTI ON/ RECONSTRUCTI ON

The undersigned hereby certifies that:
() Construction ( ) Reconstruction*

of Schedul e B, page , , was conpl et ed
(Name of Vessel)

on , by () Contract ( ) Ower ( ) Both,
(Dat e)

for a TOTAL COST of $

| f avail abl e, show breakdown bel ow for above Total Cost:

Hul | & House

Machi nery

Fi xed Gear

$
$
El ectronics $
$
$

O her

(Si gnature)

(Print Name)

(Dat e)

*NOTE: All, or the major portion (ordinarily, not |less than 80 percent), of the
total cost nmust (for the purpose of neeting the mninmmcost requirenent) be
classifiable as a capital expenditure for I RS purposes. That portion of cost not
classifiable as a capital expenditure is not eligible for paynment through the
CCF. --50 CFR, sec 259.31(b)(2)



DECLARATION OF CITIZENSHIP - CORPORATION

I, , an Oficer

of , a corporation duly

organi zed and existing under the laws of the State of

with office and principal place of business at

hereby declare pursuant to section 2 of the
Shi pping Act of 1916, as anended (46 U S.C 802):

(1) That the President and Chairnman of the Board of Directors of the
corporation are citizens of the United States of America;

(2) That no nore of its Directors than a mnority of the nunber
necessary to constitute a quorumare not citizens of the United States of
Anerica; and

(3) That 75% or nore of the interest in the corporation is owned by
citizens of the United States of America.

N WTNESS WHEREOF, | have hereunto set ny hand and seal of the said

corporation this the day of , 19

(signature of Authorized Oficer)

(SEAL) (Cor poration Tax Nunber)



CERTIFICATE OF CORPORATE SECRETARY

| hereby certify that | am the Secretary of

a corporation duly organized and existing under the laws of the State of
and that the following is a true copy of a Resolution unanimously adopted by the Board of Directors

of said corporation at a special meeting held on the day of , 19

at which a quorum was present, to-wit:

BE IT HEREBY RESOLVED that

is hereby authorized and directed to execute on behalf of the corporation any
and all instruments, documents and papers necessary and proper to carry out
all activities under the corporation’s Fishing Vessel Capital Construction Fund
Agreement.

And, | further certify that the foregoing Resolution is still in full force and effect; that the same
has not been rescinded, nor has it been amended or modified in any way.

IN WITNESS WHEREOF, | have hereunto set my hand and the seal of said corporation on

this the day of , 19

(Secretary)

(SEAL) (Corporation Tax Number)



DECLARATION OF CITIZENSHIP - PARTNERSHIP

I, , partner in the partnership

known as

doing business at

hereby declare that all of its general partners are citizens of the United States and that
75% or more of the interest in the partnership is owned by one or more citizens of

the United States.

IN WITNESS WHEREOF, | have hereunto set my hand and seal this

the day of , 19

(signature of Authorized Partner)



OMB No. 0648-0090 Expires: 03/31/2001

NOAA FORM 88-14 U.S. DEPARTMENT OF COMMERCE
National Oceanic and Atmospheric Administration

Agreement No. CCF-

INTERIM CAPITAL CONSTRUCTION FUND AGREEMENT

This Interim Capital Construction Fund Agreement (the "Agreement'), made , by and

between the Secretary of Commerce (the ''Secretary') and

(the "Party'), a citizen of the United States.
WITNESSETH:
WHEREAS :

1. The Party has applied for establishment of an Interim Capital Construction Fund (the "Interim
Fund') under section 607 of the Merchant Marine Act, 1936, for the purpose of providing replacement,
additional, or reconstructed vessels for operation in the fisheries of the United States;

2. The Secretary after appropriate findings and determinations has authorized the award of an
Interim Capital Construction Fund Agreement to the Party upon the terms and conditions set forth in this
Agreement and subject to the provisions of the Merchant Marine Act, 1936, as amended from time to time
(the "Act™), and to such rules and regulations as the Secretary of Commerce or his delegate shall from
time to time prescribe, either alone or jointly with the Secretary of the Treasury, as necessary to carry
out the powers, duties, and functions vested in them by the Act (the "Rules and Regulations'™).

NOW, THEREFORE, in consideration of the premises, it is hereby agreed:

1. Establishment of Interim Fund. An Interim Fund is hereby established for the purposes set forth in
Article 111. During the term of this Agreement deposits into and withdrawals from the Interim Fund shall
be made only in accordance with the provisions, conditions, and requirements of the Act, this Agreement,
and the Rules and Regulations.

I1. Term of the Agreement. This Agreement shall terminate:

A. Upon failure of the Party to make application for a permanent Capital Construction Fund Agreement
(the "Permanent Agreement') within sixty (60) days after notice in the Federal Register that the final
form of such Permanent Agreement and form of application, if any, have been adopted by the Secretary.

B. Upon denial by the Secretary of a timely-filed application for a Permanent Agreement.

C. By mutual consent.

D. Upon failure to execute a Permanent Agreement within ninety (90) days after tender by the
Secretary of such Agreement for execution by the Party.

E. At the option of the Secretary, upon a determination pursuant to subsection (f) (2) of section
607 of the Act that a Party has failed to fulfill a substantial obligation under this Agreement, or if the
Party has made any material misrepresentation in connection with this Agreement.

F. Upon the execution by the Secretary and the Party of a Permanent Agreement.

In the case of terminations occasioned by the events described in sections (A), (B), (C), (D), and (E)
above, the provisions of the Internal Revenue Code of 1986 shall apply as though this Agreement had not
been executed.

IT this Agreement is terminated by virtue of the execution of a Permanent Agreement under (F) above, no
interval shall be deemed to occur between the Interim and Permanent Agreement. The assets then on deposit
in the Interim Fund, to the extent found necessary and appropriate by the Secretary for carrying out the
program set forth in the Permanent Agreement, shall be transferred to the corresponding accounts in the
Permanent Fund under the Permanent Agreement.

I1l1. Purposes of the Interim Fund. The Interim Fund established by this Agreement shall be for the
purposes of providing for qualified withdrawals during the term of this Agreement (1) to provide for the
replacement, addition, or reconstruction of qualified vessels in accordance with the general objectives
contained in Schedule B of this Agreement; and/or (2) to provide for the payment of the principal on
indebtedness incurred in connection with the acquisition, construction, or reconstruction of a qualified
vessel; and (3) to provide for transfer to a Permanent Agreement such amounts as may be approved by the




Secretary under Article 11 of this Agreement. For the purpose of item (2) in the preceding sentence, an
eligible vessel may also be a qualified vessel.

1V. Approved Depositories. All assets of the Interim Fund shall be maintained in the following
depositories: (Insert the name of the depositories)

V. Deposits to be made in the Interim Fund.

A. In order to carry out the purposes of section 607 of the Act as more specifically set forth in
Schedule B of this Agreement, for each of the taxable years covered by this Agreement;
1. The Party shall deposit in any order all amounts received from the following:
a. Receipts (earnings) from the investment and reinvestment of amounts held in the Interim
Fund; and
b. Except as shall be specifically exempted from deposit by the Secretary, net proceeds (i) the
sale or other disposition (including any mortgage) of any agreement vessel, and (ii) any insurance or
indemnity attributable to any agreement vessel resulting from total loss whether such loss was determined
by compromise, constructively, or by agreement.
2. In addition to the deposits required by section (A) of this Article V, the party may make
deposits in any order and amount but not in excess of the sum of:
a. One hundred percent of the taxable income attributable to the operation of the agreement
vessels in the fTisheries of the United States;
b. The amount allowable as a deduction under section 167 of the Internal Revenue Code of 1986
for such year in respect to the agreement vessels; and
c. Net proceeds not required to be deposited under section (A) (1) (b) of this Article V from
(i) the sale or other disposition (including any mortgage) of any agreement vessel, and (ii) any insurance
or indemnity attributable to any agreement vessel.

In no event may the deposits of taxable income from agreement vessels for any taxable year exceed one
hundred percent of the taxable income of the Party for such year. Deposits may be made to the ordinary
income, capital gain, and capital accounts from any moneys or funds of the Party, however, the Federal
income tax treatment of any deposit shall be that specified under section 607 of the Act.

B. Deposits which are determined by subsequent audit to exceed the limitations stated in section (A)
of this Article V may be applied as deposits applicable to a subsequent taxable year either under this
agreement or an immediately succeeding Permanent Agreement. In the event that upon subsequent audit it is
determined that amounts deposited in the Interim Fund for any taxable year fall below the maximum
limitations stated in section (A) of this Article V, additional deposits may be made applicable to such
taxable year.

C. Deposits may be made in the form of mortgages and evidences of indebtedness received in
connection with transactions referred to in section (A) of this Article V.

D. With respect to any leased vessel covered by this Agreement, the maximum amount which may be
deposited by the Party for any taxable year may be increased by the amount allowable to the owner as a
deduction under section 167 of the Internal Revenue Code of 1986 that the owner does not deposit under an
Agreement for that year. Such deposits by the Party shall be added to the amount in the capital account
as a deposit of depreciation.

VI. Withdrawals from the Interim Fund.

A. Prior to making a withdrawal, or a related series of withdrawals, the Party must obtain the
consent of the Secretary, and, if required by the Secretary, must amend and supplement Schedule B. A
withdrawal made for the purposes specified in Schedule B of the Agreement, as so amended and supplemented,
shall be treated as a "qualified withdrawal™ within the meaning of subsection 607(f) of the Act except as
otherwise provided in section (B) of this Article VI. Any withdrawal which is not a qualified withdrawal
shall be treated as a nonqualified withdrawal or a withdrawal pursuant to subsection 607(h), as the case
may be.

B. The Secretary may from time to time determine that the addition of a significant degree of
fishing effort to the existing fleet in any specific segment or segments of the fisheries will be
inconsistent with the wise use of the fisheries resource involved, and inconsistent with the development,
advancement, management, conservation, or protection of that resource (the "Closed Fishery'"). Prior to
his making a final determination the Secretary shall give notice of his intention to make such
determination and afford an opportunity for hearing by publishing a proposed regulation in the Federal
Register establishing that qualified withdrawals may not be made from the Interim Fund if such withdrawals
would introduce a significant degree of additional fishing effort into the Closed Fishery. |If, after
notice and opportunity for hearing, the Secretary makes a determination and gives notice thereof by
promulgating a regulation in the Federal Register, the Party affected thereby may:




1. Make a qualified withdrawal in accordance with section (A) of this Article VI: Provided, that a
degree of fishing effort substantially equivalent to any additional degree of fishing effort to be
introduced into any Closed Fishery as a result of such qualified withdrawal is permanently removed by such
Party from all fishing effort in that Closed Fishery; or

2. Amend Schedule B with the Secretary®s consent; or

3. Make a nonqualified withdrawal in accordance with section (A) of this Article VI in such manner
as the Secretary determines to be equitable to the Party by allowing the Party to withdraw all of the
assets in the Interim Fund, or specified portions thereof, over a period of time; or

4_ Continue the Interim Fund, and all or a portion of the assets in it: Provided that it appears
to the Secretary that a qualified withdrawal may at some later time be reasonably expected to occur.

In the case of nonqualified withdrawal in accordance with this Article VI, the provisions of the Internal
Revenue Code of 1986 shall apply as though this Agreement had not been executed with respect to the funds
withdrawn.

VIl. Investment of the Interim Fund. Investments shall be made in accordance with the following
requirements and such additional requirements as the Secretary may by Rules and Regulations prescribe from
time to time.

A. The assets of the Interim Fund may be invested in obligations of the United States Government or
of any agency or instrumentality thereof, bankers acceptances and negotiable certificates of deposit which
are readily marketable and which are issued by members of the Federal Deposit Insurance Corporation and
the Federal Reserve System, and commercial paper which is readily marketable and of one of the two highest
grades as rated by Standard and Poor®"s Corporation. All of the foregoing investments shall mature not
later than one year from the date of their purchase.

B. No person shall buy on margin or effect the short sale of any security when acting for the
account of the Interim Fund.

C. Assets of the Interim Fund may not be invested in securities of any of the following:
1. The Party;
2. A subsidiary of the Party;
3. A related company of the Party; or
4. Any issuer under common control with the Party, or owning or controlling more than ten percent
of the Party"s voting securities.

VIIl. Pledges and Assignments Prohibited. The Party covenants and agrees that, without the prior written
consent of the Secretary, neither the Party nor a trustee nor any other person shall pledge or assign all
or any portion of this Agreement, the Interim Fund, or any assets in the Interim Fund.

IX. Related Companies. Where affiliates, subsidiaries, holding companies, or other persons related to
the Party, directly or indirectly, are involved in the financing, acquisition, construction, or
reconstruction of a qualified vessel, the Party shall make written application to the Secretary for
approval of the transaction not less than thirty (30) days prior to the execution thereof. Withdrawals
with respect to such transactions before such approval is granted shall be treated as nonqualified
withdrawals unless otherwise approved by the Secretary.

X. Records and Reports.

A. The Party and every affiliate, domestic agent, subsidiary, or holding company connected with, or
directly or indirectly controlling or controlled by, the Party (1) shall keep its books, records, and
accounts relating to the property and to the maintenance, operation, and servicing of the vessel(s) and
service(s) covered by this Agreement in such form and under such conditions as may be prescribed by the
Secretary, but the Secretary shall not require the duplication of books, records, and accounts required to
be kept in some other form by the Secretary of the Treasury so long as such information is made available
to the Secretary, and (2) shall file, upon notice from the Secretary, balance facts and transactions, as
in the opinion of the Secretary reveal the financial results in the performance of, or transactions or
operations under, this Agreement. The Secretary reserves the right to require that all or any of such
statements, reports, and memoranda shall be certified by independent certified public accountants
acceptable to the Secretary. The Party shall from time to time establish and maintain such checks upon or
systems of control of expenditures or revenues in connection with the operation of the agreement vessel(s)
as the Secretary may require.

B. The Secretary is hereby authorized to examine and audit the books, records, and accounts of all
persons referred to in section (A) of this Article X whenever he may deem it necessary or desirable.

X1. Warranties and Representations by the Party. The Party hereby warrants, represents, and agrees as
follows:




A. That the Party is, and at all times during the period of this Agreement, will continue to be a
citizen of the United States within the meaning of subsection 905(c) of the Act;

B. That the Party owns or leases the eligible vessels, as that term is defined in subsection 607(k)
of the Act, set out in Schedule A of this Agreement;

C. That the vessels referred to in Schedule B of this Agreement:
1. Were, or will be, constructed or reconstructed in the United States;
2. Were, or will be, documented under the laws of the United States for operation in the fisheries
of the United States; and
3. Are, or will be, operated in the fisheries of the United States and the areas of operation
specified in
Schedule B.

D. That the Party will during the term of this Agreement comply with the provisions of this
Agreement, of the Act, and of the Rules and Regulations.

X11. Effective Dates. This Agreement is binding upon execution and shall be effective for purposes of
withdrawals from the Interim Fund in accordance with Rules and Regulations issued by the Secretary and for
purposes of deposits the effective date(s) shall be prescribed in joint Rules and Regulations issued by
the Secretary and the Secretary of the Treasury.

X111, Modification, Amendment, and Extension. This Agreement may be modified, amended, or extended by
mutual consent.

X1V. Miscellaneous Provisions.

A. The use of headnotes at the beginning of the Articles in this Agreement is for the purpose of
description only and shall not be construed as limiting or in any other manner affecting the substance of
the Articles themselves.

B. The "Secretary'" shall mean the Secretary of Commerce or any official or body from time to time
duly authorized to perform the duties and functions of the Secretary of Commerce under the Act (including
the Administrator, National Oceanic and Atmospheric Administration, or his authorized delegate).

IN WITNESS WHEREOF, the Secretary and the Party have executed this Agreement in duplicate, effective
as of the date hereinbefore first mentioned.

UNITED STATES OF AMERICA
SECRETARY OF COMMERCE
National Oceanic and Atmospheric Administrator

By

Financial Assistance Specialist
Financial Services Division
National Marine Fisheries Service

(SEAL)

ATTEST: (By corporate secretary), or PARTY:
Witness: (others)

By By:

Title Title




Fi shi ng Vessel
Capi t al
Construction
Fund

1. WHAT IS THE FI SHI NG VESSEL CAPI TAL CONSTRUCTI ON FUND ( CCF)
PROGRAM?

Created by the Merchant Marine Act, 1936, as anended
(46 U.S.C. 1177), the CCF program enables fishernen to construct,
reconstruct, or under limted circunmstances to acquire fishing
vessels with before-tax, rather than after-tax dollars. It allows
fishermen to defer taxable incone fromoperation of their fishing
vessels. This tax-deferred fishing income under the CCF program
when used to help pay for a vessel project is, in effect, an
Interest-free loan fromthe Governnent. The purpose of the CCF
programis to inprove the fishing fleet by allowing fishernmen to
accel erate their accunulation of funds with which to replace or
i nprove their fishing vessels.

2. WHO I S ELI G BLE?

Any U.S. citizen is eligible who owns or leases a U S.-built
fishing vessel of at least 2 net tons and has an acceptabl e program
for constructing, reconstructing, or acquiring a fishing vessel of
at least 2 net tons. The term"fishing vessel" includes vessels
used comrercially in the fisheries of the U S. for catching,
transporting, and processing fish. Also included are comrerci al
passenger-carrying vessels used for fishing parties.

3. HOWDO YOU GET I NTO THE CCF PROGRAM?

You nmust enter into a CCF agreenent with the Secretary of
Commrerce through the National Oceanic and At nospheric Adm nistration
(NOAA), National Marine Fisheries Service (NMFS). You may apply at
any time; but, to be applicable to any given tax year, a CCF



agreement must be executed and entered on or before the due date
(wth extensions) for filing your Federal tax return for that tax
year. A CCF application kit can be obtained from NMS at the
foll owi ng address or phone nunber:

NOAA/ NVFS, Financi al Services Division, F/ SF2
Capital Construction Fund Program
1315 East-West Hi ghway
Silver Spring, MD 20910-3282
Tel ephone: (301)713-2393 FAX: (301)589-2686 TDD: (301)713-1059

If you decide to enter the CCF program we urge you to submt your
application as soon as possible, or at |least 45 days prior to your tax dt
date to ensure tinmely execution by NMFS.

4. WHAT WLL THE CCF AGREEMENT ESTABLI SH?

A.  VWhich of your fishing vessels will be eligible for deferral of
t axabl e i ncone. These are call ed "Schedul e A" vessel s.

B. What kind of qualified vessel (catching, processing,
transporting/tendering, or passenger-carrying fishing vessel) you wl|
construct, reconstruct, or acquire with the noney in your CCF account.
These are called "Schedul e B" vessels, or objectives.

C. \Vhere you will keep the tax-deferred incone you will use to pay
for your Schedul e B objectives. The place where you will keep this noney
Is called the "CCF depository,"” and the account is referred to as the "
account . "

You deci de what portion of your taxable inconme fromyour Schedule A
vessel s you want to deposit into your CCF account for the tax year. You
t hen deposit that income into your CCF account in your designated CCF
depository on or before your tax due date, with extensions. Thus you ha\
put this deferred taxable fishing inconme into your own account in your ov
depository and will have it available to help pay for your Schedule B
obj ecti ves.

5. HOW DO YOU ESTABLI SH THE CCF ACCOUNT?

An | nvest nent Gui de showi ng all owabl e i nvestnents of your CCF nobney
provided with the application kit. Open an account at the approved CCF
depository in your own nane (as shown on your approved CCF Agreenent) anc
request that it be |l abeled "for CCF." The account nust be separate from
general operating, personal savings or checking accounts, and used only f
approved CCF activity. You may, of course, designate nore than one
depository in your CCF Agreenment. After entering the Agreenment, additior
depositories nust be approved by NMS.



6. WHY SHOULD YOU CONSI DER ENTERI NG | NTO A CCF AGREEMENT AFTER THE END
OF A TAX YEAR | NSTEAD OF DO NG SO FOR THE FOLLOW NG TAX YEAR?

There are two advantages. First, deposits into your CCF account nad

after the tax year's end, but before the due date for filing your Federal
return, may be considered as having been made in the previous tax year.
Second, NMFS wll ratify, as a "constructive" deposit and w thdrawal, any

ot herwi se eligible and qualified transaction occurring during the first t
year of your CCF Agreenment even though it occurred before applying for ar
entering the Agreenent. The transaction nust have been such that it
normal ly woul d have been qualified under the | aw had the CCF Agreenent
exi st ed.

For exanpl e, assune you constructed a new fishing vessel in 1995 and
did not know of the CCF programuntil early 1996. You could enter into &
CCF Agreenent before your tax due date for filing your Federal tax returr
for 1995, and any paynents nmade on the new vessel in 1995 could be ratifi
as having been "constructively" deposited and "constructively" w thdrawn
fromyour CCF account.

7. WHEN ARE CCF DEPOSI TS AND W THDRAWALS CONSI DERED " CONSTRUCTI VE" ?

Only in the first taxable year of your CCF Agreenment and prior to th
effective date of your CCF Agreenent. After this period, all deposits ar
wi t hdrawal s must be physically made through your designated CCF account i
order to qualify.

8. HOW MJUCH CAN BE DEPQGSI TED | NTO A CCF ACCOUNT EACH YEAR?

You can deposit during any tax year the total of the follow ng
"ceilings" for each Schedul e A vessel designated in your CCF Agreenent:

A. 100 percent of taxable incone fromvessel operation.
B. 100 percent of vessel depreciation. (See No. 11).

C. 100 percent of net proceeds fromthe sale or other disposition ¢
vessel s.

D. 100 percent of the earnings frominvestnment or reinvestnment of
amount s deposited. (When you deposit the earnings of the CCF account, yc
may al so defer the Federal taxes on sane.)

Al t hough you can deposit up to 100 percent of the amobunts |isted
above, it is up to you to decide how nmuch you actually can or want to
deposit. \Whatever you deposit cannot, of course, be nore than the total
amount needed to pay for the cost of all Schedule B objectives. The anour
deposited from vessel operations and deferred on your tax return cannot
create a | oss to your taxable vessel incone, but can reduce it to zero.



9. ARE THERE M NI MUM ANNUAL DEPOSI T REQUI REMENTS?

The m ni mum annual deposit required is an amunt equal to 2 percent
the estimated cost of all Schedul e B objectives; or, if that 2 percent is¢
nore than 50 percent of your taxable income in any year, then 50 percent
your taxable inconme in that year.

If a Schedule B project is scheduled for conpletion nore than 3 year
in the future, then this annual 2 percent test may be nmet on a 3-year
basis. In other words, 6 percent nust be deposited every 3 years. 1In tt
case, deposits can be made in any anmount, and in any year, provided that
for each 3-year period a total of 6 percent of the estimted cost of al
Schedul e B objectives is deposited. Excess deposits (over the 2 percent
any one year) nmay be carried forward for the purposes of neeting this
m ni num deposit requirenent for future years. Any earnings of the CCF
account which are redeposited nay be used to neet the m ni num annual
deposit.

10. CAN YOU KEEP THE | NVESTMENT | NCOVE ( EARNI NGS) OF THE CCF ACCOUNT
RATHER THAN REDEPOSI TI NG | T?

Yes, the earnings would, however, be taxable income to you. |If the
earnings are redeposited or left in your CCF account, taxation on these
earnings is deferred and is available for paynment on your Schedul e B
obj ecti ves.

11. WHAT IS THE ADVANTAGE OF DEPOSI TI NG THE AMOUNT OF VESSEL
DEPRECI ATI ON | NTO YOUR CCF ACCOUNT?

Al t hough you do not get an additional tax deduction for a deposit of
depreci ation, any earnings of your CCF account as a result of investing t
deposit of depreciation nmay be redeposited and taxati on on those earni ngs
deferred. When you are saving towards your CCF objective, this type of
deposit can considerably accel erate your accunul ati on of funds.

12. WHAT HAPPENS | F YOU MAKE CCF DEPOSI TS I N EXCESS OF YOUR TAXABLE
| NCOMVE OR ANY OTHER CEI LI NG FOR ANY TAX YEAR?

You have several options available. The excess (overdeposit), or an
portion thereof, may: (a) be withdrawn as if never deposited; (b) be
treated as a deposit under another ceiling, if available; or, (c) be
treated as a deposit under any ceiling for the next taxable year, if al
ceilings for prior years are filled.

13. WHAT BENEFIT | S DERI VED FROM A CCF DEPOSI T OF THE NET PROCEEDS
FROM THE SALE OR OTHER DI SPOSI TI ON OF A VESSEL OR FROM | NSURANCE
OR | NDEMNI TY ATTRI BUTABLE TO A VESSEL?



I f you di spose of a Schedule A vessel and have any gain as a result,
tax on the gains realized may, under certain circunstances, be deferred.
According to Joint Treasury-Comerce Proposed Rules, tax on that gain nmay
be deferred by depositing the full net proceeds into your CCF account. |
order to defer tax on the gain, the full net proceeds of the transaction
must be deposited. A deposit of anything less than full net proceeds wl
not allow a partial defernment. Net proceeds is defined as the excess of
gross proceeds after deducting (a) the expense of sale, and (b) nortgages
and/ or |liens outstanding. However, if gain recognized is greater than st
excess, net proceeds is the greater ampunt. Caution--1f the purchaser of
your vessel pays you the purchase price on the installnment plan, you nust
deposit the anmpunt of the depreciation recaptured in the year of sale, e\
t hough you may not receive any paynments in the first year.



14. WHEN TAXES ARE DEFERRED USI NG THE CCF TO PAY FOR CONSTRUCTI NG,
RECONSTRUCTI NG, OR ACQUI RI NG VESSELS, DO YOU EVER HAVE TO PAY
BACK THOSE TAXES SOVEHOW?

Yes, in a sense. Taxes which are deferred using the CCF program an
used to pay for Schedul e B objectives under your CCF Agreenent are subjec
to future "recapture” by the Internal Revenue Service. This "recapture”
acconmpl i shed by a reduction in the basis for depreciation of Schedule B
vessels. In other words, your future depreciation allowance for Schedul e
objectives will be reduced to conpensate for the taxes you previously
def erred under your CCF Agreenment. Although the deferred taxes are
eventually "recaptured," your use of those deferred taxes to help pay for
t he cost of your Schedule B objectives still constitute an interest-free
| oan fromthe Government. Since "recapture” of those deferred taxes occt
over the depreciable life of your Schedule B vessels, the interest-free
| oan aspect of the deferred taxes continues for as long as you still have
depreciation to claimon your Schedule B vessels.

15. | F THE BASI S FOR DEPRECI ATI ON OF SCHEDULE B VESSELS MUST BE
REDUCED, WHY SHOULD YOU ENTER THE CCF PROGRAM?

Al t hough the future basis for depreciation of your Schedule B vessel
must be reduced, renenber that you did receive a tax deduction of a |ike
amount in the year in which you made your CCF deposits. Therefore,
al t hough you really are not |osing anything as a result of this future
reduction, you are gaining several things.

First, by accunul ating before-tax dollars, rather than after-tax
dol l ars, you can save nuch nore quickly the funds with which to pay a
greater portion of the cost of your Schedul e B objectives.

Second, deferred taxes constitute an interest-free loan fromthe
Governnent to you over the depreciable |ife of your Schedule B vessels.

Third, a CCF Agreenent may sinply enable sone agreenment holders to
accunmul ate the required down paynent for a Schedule B vessel which they
ot herwi se woul d have been unable to accunulate. You can then continue tc
make future tax-deferred deposits into your CCF account after acquiring t
Schedul e B vessel in order to reduce principal nortgage indebtedness. Ti
fact that depreciation allowances on the Schedule B vessel will be reduce
to recapture deferred taxes sinply means that you will have nore taxable
i ncome fromthe operation of that vessel to deposit into your CCF account
for subsequent wi thdrawal to further pay that vessel's nortgage
I ndebt edness much nore quickly, or to save towards a future objective.

16. CAN CCF DEPGCSI TS BE USED TO PAY ON A MORTGAGE?

Yes, where the cost of constructing, reconstructing or acquiring a
Schedul e B vessel is financed, paynents on the principal part of the



original indebtedness can be nmade through your CCF account. The tax
deferral for deposits for making withdrawals for indebtedness can
effectively be extended until you no |longer have any depreciable basis tc
reduce or the nortgage is paid off, whichever conmes first.

17. WHAT EFFECT DOES BASI S REDUCTI ON HAVE ON THE FUTURE SALE OF CCF
OBJECTI VE VESSELS?

When a Schedul e B vessel is sold, any reduction in depreciable basis
due to CCF withdrawals is treated the sane as depreciation clainmd. Thus
any gain on the sale would be reported as ordinary gain. However, if the
full net proceeds are deposited into a CCF account, taxation of that gair
can be deferred.

18. WHAT REPORTS ON DEPOSI T OR W THDRAWAL ACTI VI TY ARE REQUI RED?

Tax year transactions in your account are reported on NOAA Form 34-8
"Capital Construction Fund - Deposit/Wthdrawal Report." This report is
due for the first taxable year in which your CCF is effective and each ye
thereafter within 30 days after the due date for filing your Federal tax
return each year. The information on this report certifies to NMFS your
CCF account activity for the tax year. Because the CCF is a tax deferrec
program NMFS is required by law to report the information to the Secrete
of Treasury. You are also required by regulations to submt a conplete
copy of your Federal return along with the report.

19. | F THE SOURCE OF CCF DEPCSI TS (AND THEI R W THDRAWALS) RECEI VE
DI FFERENT TAX DEFERRED TREATMENT, HOW DO YOU KEEP TRACK OF THI S?

Al t hough you have one CCF account, the "final" annual
Deposit/Wthdrawal reporting formhas three separate "bookkeeping
accounts,” which are designated (a) ordinary inconme, (b) capital gain, ar
(c) capital

20. WHAT IS THE EFFECT OF DEPOSI TS | NTO THE VARI OUS BOOKKEEPI NG
ACCOUNTS?

A. The ordinary income account. Deposits to this account create an
i mmedi ate i nconme tax deduction of a simlar anount from (1) taxable incor
from operating the Schedule A vessel; (2) the ordinary incone portion
(depreciation recapture) on the sale of Agreenent vessels; and (3) intere
and di vidend earnings on investnents of the CCF account.

B. The capital gain account. Deposits to this account also create
I medi ate i nconme tax deduction from (1) the sale or insurance proceeds of
Agreenment vessels, and (2) capital gains frominvestnments of the CCF



account. (The Tax Reform Act of 1986 requires taxpayers to distinguish
t heir bookkeepi ng records between ordinary gains and capital gains).

C. The capital account. Deposits to this account DO NOT generate a
CCF tax deduction. These are principally deposits fromvessel depreciati
and the return of capital on the sale or other disposition of Schedule A
vessel s.

21. WHAT IS THE EFFECT OF W THDRAWALS FROM THE VARI OQUS BOOKKEEPI NG
ACCOUNTS?

Since no incone tax is paid on the amunts deposited in the capita
gain or ordinary income accounts of your CCF, to recapture that deferred
I ncome tax by taxing these deposits when withdrawn for a qualified
obj ective would provide no benefit. Instead the deferred incone tax is
recaptured by decreasing the depreciable basis of the vessel being
constructed, reconstructed or acquired with withdrawals from your CCF
account .

A. The ordinary inconme account. Qualified withdrawals fromthis
account reduce the depreciable basis of the Schedule B vessel being
constructed, reconstructed or acquired by an anount equal to the
wi t hdrawal . Nonqualfied withdrawals fromthis account nust be reported c
your tax return in the year you nake the withdrawal. (See No. 26 for
penalty and interest cal culations on nonqualified w thdrawals).

B. The capital gain account. Qualified withdrawals fromthis accou
al so reduce the depreciable basis of the Schedul e B vessel by an anount

equal to the withdrawal. Nonqualified withdrawals fromthis account nust
be reported on your tax return in the year you make the withdrawal. (See
No. 26).

C. The capital account. Al withdrawals fromthis account are
equi valent to a return of capital to you and accordingly have no effect c
t axabl e inconme or the depreciable basis of Schedule B vessels. This is
true whether the withdrawal is qualified or nonqualified, and is due to t
fact that you did not receive any incone tax deduction at the tinme of
deposit.

22. WHAT ARE "QUALI FI ED" AND " NONQUALI FI ED" W THDRAWALS?

Wt hdrawal s fromyour CCF account approved by NMFS for paynent towar
your Schedule B objectives are called qualified withdrawals. Wthdrawal ¢
for any other purpose are called nonqualified wthdrawals.

23. CAN YOU CHOOSE THE BOOKKEEPI NG ACCOUNT FROM WHI CH A W THDRAWAL
W LL BE MADE?



No. Qualified withdrawals conme, first, fromthe capital account;
second, fromthe capital gain account; and, last fromthe ordinary income
account. Nonqualified withdrawals are made in the reverse order, first,
fromthe ordinary income account; second, fromthe capital gain account;
and, last fromthe capital account. Generally, the withdrawals from a
particul ar account are nade on a first-in/first-out basis.

24. HOW DO YOU W THDRAW CCF DEPOSI TS?

Bef ore maki ng any CCF wi t hdrawal, you nust have NMFS approval .
W t hout NMFS approval, you may jeopardize the tax-deferral associated wt
any such withdrawal. Once withdrawals are approved by NMFS, however, yot
sinply withdraw the noney as you would from any other account. |If,
however, you make an otherw se qualified paynment outside of your CCF
account during a particular tax year, you may, with NMFS approval and as
matter of general policy, reinburse yourself fromyour CCF account on or
before your tax due date, with extensions, for filing that year's tax
return.

25.  WLL NONQUALI FI ED W THDRAWALS BE APPROVED REGARDLESS OF REASON?

No. Nonqualified withdrawals will only be approved for good cause.
For instance, should you incur a net operating |loss and need funds to
continue operation, and after exhausting all other sources of avail able
fundi ng, NMFS woul d approve a nonqualified w thdrawal upon substantiatior
of the need.

26. ARE THERE ANY PENALTI ES CONNECTED W TH AN APPROVED NONQUALI FI ED
W THDRAWAL ?

Yes. Nonqualified withdrawals are taxed at the highest marginal tax
rate in the year of withdrawal. |In addition, the tax on the nonqualifiec
w t hdrawal anmpunt is subject to a self-assessed interest penalty.
Wthdrawal s are made on a first-in/first-out basis and interest is charge
fromthe year of deposit to the year of wi thdrawal. Nonqualified
wi t hdrawal anounts stand al one as i ncone and cannot be used to offset net
operating | osses.

27. WHAT | F YOU MAKE W THDRAWALS W THOUT PRI OR APPROVAL FROM NMFS?

W t hout NMFS approval, the wthdrawal may be consi dered nonqualified
In addition to the tax consequences of a nonqualified wthdrawal, this
woul d be considered a breach of your CCF Agreenment and could result in it
term nation.



28. HOW DO YOU NOTI FY THE | NTERNAL REVENUE SERVI CE OF YOUR
PARTI CI PATION I N THE CCF PROGRAM?

Refer to IRS Publication 595, "Tax Guide for Comrercial Fishernmen,”
and the I RS Code Section 7518 for guidance in reporting the CCF deferral
and CCF basis reduction on your Federal tax return. Any questions wth
respect to Federal tax returns or related tax matters should be cleared
with the IRS since their rulings will be final and binding.

29. DO CCF DEPOSI TS ALSO DEFER STATE | NCOVE TAXES?

If your State has adopted the CCF provisions of Federal |law, then yo

State tax will also be deferred. However, you should check with your Ste¢
for any exceptions.

30. WHAT ARE THE REQUI REMENTS WHEN ACQUI RI NG A USED VESSEL?

I f your Schedule B objective is to acquire a used vessel, you nust
agree to acconplish a second Schedul e B objective. |[If the acquired vesse
is not nore than 5 years old, you nust agree to reconstruct a vessel wtt
7 years of purchase, or construct a new vessel with 10 years of purchase.
If the acquired vessel is nore than 5 years old, you nust agree to
reconstruct that same vessel within 7 years of its purchase.

31. ARE THERE PENALTIES | F YOU DO NOT COMPLETE THE SECOND SCHEDULE B
VESSEL OBJECTI VE?

Yes. All previous qualified withdrawals for acquisition of the used
vessel may be considered nonqualified. |f plans or circunstances change,
however, the second Schedul e B objective may be anended or revised with
NMFS consent.

32. WHAT ARE THE REQUI REMENTS WHEN RECONSTRUCTI NG A VESSEL?

The reconstruction project nust be conpleted within 18 nont hs of
commenci ng at a m ni mum cost of 20 percent of the original acquisition cc
(plus inprovenents since), or $100, 000, which ever is less. A
reconstruction may include rebuilding, replacing, reconditioning,
converting and/or inproving any portion of a vessel. It nust prolong the
useful life of the reconstructed vessel, increase its value, or adapt it
a different commercial use in the fishing trade or industry.



33. AFTER ACCOWPLI SHI NG YOUR SCHEDULE B OBJECTI VES, HOW DO YOU
TERM NATE A CCF AGREEMENT?

After all requirenents are met for acconplishing your objectives,
sinply notify NMFS in witing that you wish to term nate (cl ose) the
Agr eenent .

34. WHAT HAPPENS WHEN YOUR CCF AGREEMENT | S TERM NATED?

If the Agreenent is term nated, voluntarily or involuntarily, any
deposits remaining in the CCF account classified as 'ordinary inconme' or
"capital gain' deposits will be treated as a nonqualified w thdrawal.
Refer to No. 26 for information on tax and penalties attributable to a
nonqual fi ed wi t hdrawal .

- - NOTE- -

All attenpts have been made in preparing this information to present the
mat eri al as accurately and technically correct as possible. Nevertheless, this
programis jointly adm nistered by NVFS and the Internal Revenue Service and NMFS
cannot be responsible for actions taken in reliance on this booklet which may prove
to be in variance with regul ations, procedures, or determnm nations of other agencies.

NMFS realizes that there are many facets of the CCF program which are not, and
cannot be covered in an informational text of this size. Additional sources which
shoul d be consul ted about the CCF programare |listed bel ow.

» Section 607 of the Merchant Marine Act, 1936, as anmended (46 U. S.C. 1177)

» 50 CFR Part 259.30 through 259.38 (Interim Fishing Vessel Capital Construction
Fund Procedures)

26 CFR Part 3.0 through 3.11 (Departnent of Treasury, Internal Revenue Service,
Capi tal Construction Fund Rul es and Regul ati ons)

I nternal Revenue Code Section 7518

» Internal Revenue Service Publication 595, "Tax Cuide For Commercial Fishernen”

v
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Noaa/NMFs, Fi nancial Services Division
1315 East-West Hi ghway
Silver Spring, M 20910- 3282
Phone: (301) 713-2393
Fax: (301) 713-1306

CAP| TAL CONSTRUCTI ON FUND (CCF) PROGRAM
INVESTMENT GUI DE -

ALLOWED

A. Interest Bearing Securities

1. Obligations of the U 'S Governnent including any agency or
instrumentality thereof.

2. oligations of a state or |ocal governnent including any
agency or instrunentality thereof.

3. Donestic corporate bonds (except those of the CCF
Agreenenthol der or related party).

Reuzzirements: Mist be rated by Mody's |nvestors Service, Inc.
as "Baa" or better, or by Standard & Poors Corporation as “BBB’ or

better.

4.  Bankers' acceptances, negotiable certificates of deposit,
and short-term commercial notes.

Regquirements: Mist be readily marketable and rated in the
hi ghest grade by the National Credit Ofice of Dun & Bradstreet,
Inc., or in one of the two highest grades by Standard & Poors
Cor por at i on.

5. Mney Market certificates, certificates of deposit, and
other such instrunents issued by Banks and Savings and Loans.

Requirements: Mist be insured by FDIC.’ . ----

B. Common and Preferred Stocks.. No nore'than 60 percent 0'f the CCF
assets-- based on current fair market value- may be invested in
common or preferred stocks. Assets may not be invested in any stock
of an Agreenenthol der or related party, within the neani ng of

Section 482 of the Internal Revenue Code.

1. Common stock of donestic corporations.
2. Preferred stock of donestic corporations.

Requirements: Common stock nust be fully listed and registered
on an exchange registered with the Securities and Exchange
Conmmi ssion as a national securities exchange (this elimnates
investment in Over-the-counter stocks).
_1_




C. Options.

Requirements: Put and call options on permssible portfolio
securities may be purchased. Witing limted to secured put and
covered call options. Option transactions on securities indices on
financial futures contracts are not all owed.

D. Mitual Funds. —

Regquirements: Investnent is permssible in those mutual funds
whi ch have provided NMFS with their prospectus and |egal opinion
from their Legal Counsel that their investnent objectives and
policies restrict investnents to only those that Agreenenthol ders
are allowed by statute- Section 607 (c) of the Merchant Marine Act,
1936, as anended (excerpted herein)--to invest in directly. The
mutual fund itself should also furnish witten assurance that NWFS
wll be pronptly notified of any change in its investnent objectives
and policies that would alter its permssibility. I nvestment in the
securities of other registered investnment conpanies is not allowed.
CCF Agreenenthol ders are cautioned that when they purchase nutua
fund shares they are actually and derivatively purchasing shares in
the investnents made by that fund. Therefore, they nust limt their
investnment in nutual funds and/or stock so that not nore than 60
percent of their total CCF assets is invested in stock either
directly and/or indirectly through the purchase of shares of a
mut ual fund which invests in stocks.

E. Money Mirket Funds.

Requirements: Sane as Miutual Funds (legal opinion as to the
permssibility of investnents and investment policies required.)
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NOT ALl OWED

A Annuities. Because this is a long-terminvestnent that does not
make a reasonabl e return if-liquidated early. -Also, it is not an -
investnment in interest-bearing securities or stock but rather a
purchase of shares of an entity investing in sane.

B. Repurchase Aureexnents. Because investnent is not in securities
hel d by a CCF Agreenent hol der but rather constitutes an agreenent to
purchase or sell. Also, it may be viewed as a | oan of noney by

the Agreenmentholder to the seller

C. Precious Metals, Investnent Stones, Art, Real Estate,
Commodi ties, Antiques, etc.

D. Foreign Securities.



E.  Qher investnent practices not specifically nentioned in this
CCF I nvestnent @uide including but not imted to purchasing
securities on "margin" or selling them "'short", purchasing and
selling financial future contracts, and pledging and | oaning of
portfolio securities.

* k Kk Kk K * Kk Kk

Section 607 (c) of the Merchant Marine Act, 1936

"(c) Requirements as to Investnents."

"Anmpunts in any fund established under this section
shall be kept in the depository or depositories
specified in the agreenent and shall be subject to such
trustee and other fiduciary requirenments as nmay be
specified by the Secretary of Conmerce. They may be
invested only in interest-bearing securities approved
by the Secretary of Commrerce; except that, if the
Secretary of Conmerce consents thereto, an agreed
percentage (not in excess of 60 percent) of the assets
of the fund may be invested in the stock of donestic
corporati ons. Such stock must be currently fully
listed and registered on an exchange registered with
the Securities and Exchange Conm ssion as a national
securities exchange, and nust be stock which would be
acqui red by prudent nen of discretion and intelligence
in such matters who are seeking a reasonabl e i ncone and
the preservation of their capital. If at any tinme the
fair market value of the stock in the fund is nore than
the agreed percentage of the assets in the fund, any
subsequent investnent of anounts deposited in the fund,
and any subsequent wi thdrawal fromthe fund, shall be
made in such a way as to tend to restore the fund to a
situation in which the fair nmarket value of the stock
does not exceed such agreed percentage. For pur poses
of this subsection,- if the common stock of a corporation
neets the requirenent of this subsection and if the
preferred stock of such corporation would neet such -
requi rements but for the fact that it cannot be |listed
and registered as required because it is nonvoting stock,
such preferred stock shall be treated as neeting the
requi renents of this subsection.”



UNITED STATES DEPARTMENT OF COMMERCE
National Oceanic. end Atmospheric Administration
NATIONAL MARINE FISHERIES SERVICE

Silver Spring, Maryland 20910

The National Marine Fisheries Service regards the follow ng funds
as é:\l | owabl e investnents for Fishing Vessel Capital Construction
Fund assets:

0

0

Al'liance Bond Fund, Inc.’s U.S. Government Portfolio.

Anerican Funds Group's Washi ngton Mitual |nvest& Fund, |nc.
Anerican Funds Incone Series' U S. Covernment Securities Fund
Cbnpoéiie G oup of Fund's Cbnposife U.S.wavernnent Securities, Inc.
cortland Trust, Inc.’s U. S. Governnent Fund.

Dean Wtter U S. CGovernment Securities Trust.

Federated Investors Fortress Investnment Progranis Government
| ncome Securities, Inc.

Federated Investors Fortress Adjustable Rate U S. Governnent
Fund, Inc.

Federated Investors Liberty Famly of Fund's Fund for U. S.
Government Securities, Inc.

Federated Investors Liberty Famly of Fund' s Tax-Free
[ nstruments Trust.

Franklin Federal Tax-Free |Inconme Fund.
Franklin California Tax-Free Income Fund, Inc.

Franklin Custodian Funds, Inc.’s Franklin U S. Government
Securities Series.

Franklin Institutional Fiduciary Trust's Franklin Governnent
I nvestors Money Market Portfolio.

Franklin Institutional Fiduciary Trust's Franklin U S.
Government Securities Mney Market Portfolio.

Franklin Investors Securities Trust's Franklin Adjustable U S
Government Securities Fund.

Franklin Investors Securities Trust's Franklin
Short-Internediate U S. Covernment Securities Fund.

Geat Hall U S Government Mney Market Fund
John Hancock U.S. Governnment Securities Fund

Keystone America Capital Preservation and |ncone Trust.




Lord Abbett Cash Reserve Fund, |nc.

Lord Abbett Tax-Free |Inconme Fund, |Inc.

Lord Abbett U.S. Governnent Securities Fund, |nc.
Merrill Lynch CVMA Governnent Securities Fund.
Nuveen | nsured Tax-Free Bond Fund, |nc.

Nuveen Muni ci pal Bond Fund, Inc.

Pai neWebber California Tax-Free Income Fund.

Pai ne\ebber National Tax-Free Income Fund.

Pai neWebber RVA U S. Governnent Portfolio

Pai neWebber Short-Term U. S. Government |ncone Fund.
Pai neWebber U.S. Governnent |nconme Fund.
PilgrimPrime Rate Trust.

Pi oneer U S. Governnent Mney Fund.

Pi oneer U. S. CGovernnent Trust.

Pi oneer Muni ci pal Bond Fund.

SAFECO California Tax-Free |Inconme Fund, |nc.
SAFECO | nsured Muinicipal Bond, Fund, Inc.

SAFECO | nt er medi at e- Term Muni ci pal Bond Fund, Inc.
SAFECO Muni ci pal Bond Fund, Inc.

SAFECO Washington State Minicipal Bond Fund, Inc.

Smth Barney National Liquid Reserves, Inc.’s Governnent
Portfolio.

sunAmerica Federal Securities Fund (formerly Hone
I nvestors CGovernnment |ncone Fund).

Sunﬁgerica Fund G oup's Sunamerica U S. Governnent Securities
Fund.



o

o

SunAmerica | ncome Portfolio' s Governnment Income Portfolio
Seri es.

SunAmerica Tax Free Portfolio' s SunAmerica Tax Exenpt |nsured
Fund Seri es.

v ‘

Vanguard Money Market Reserves, Inc.’s Federal Portfolio.

Vanguard Money Market Reserves, Inc.’s U S. Treasury
Portfolio. i

April 11, 1995



CAUTION...

The Departments of Treasury, Trangportation, and Commerce
have treated certain tax aspects of the Capital Construction
Fund Program in the find joint regulation (26 CFR Part 3).
The Federd Government adopted thesein 1976. It had never
amended them to reflect subsequent legidative changes
affecting the tax agpects of this program.

Y ou must use caution when gpplying these find joint
regulations. Critical tax aspects of the Program have been
changed by subsequent legidation. One of the most important
legidative changes involves the tax reporting method, and tax
consequences, of non-qualified withdrawals (see section 7518
added to the Internal Revenue Codein 1986). Section 7518
(and dl other legidation) supersedes inconsstent provisions of
the find joint regulaions.

The same Departments aso proposed joint regulations about
certain tax agpects of the Program not treated in the find joint
regulations. The Federal Government proposed these in 1976.
It has never adopted or withdrawn them. Regulations do not
have the force of law until adopted. At mogt, these proposed
regulations provide the best available evidence of the three
Department’ s regulatory intent about certain Program tax
agpects not treated in the find joint regulations.

Other aspects of both the final and proposed joint regulations
that may be out of date include: tax rates, capitd gains rates,
and Interna Revenue Code citations.




§253.24

(2) In addition, pursuant to section
308(d) of the Act, the Secretary is au-
thorized to award grants to persons en-
gaged in commercial fisheries, for un-
insured losses determined by the Sec-
retary to have been suffered as a direct
result of a fishery resource disaster.
Funds may be distributed by the Sec-
retary only after notice and oppor-
tunity for public comment of the ap-
propriate limitations, terms, and con-
ditions for awarding assistance under
this section. Assistance provided under
this section is limited to 75 percent of
an uninsured loss to the extent that
such losses have not been compensated
by other Federal or State programs.

(b) Funds for interstate commissions.
Funds authorized to support the efforts
of the three chartered Interstate Ma-
rine Fisheries Commissions to develop
and maintain interstate fishery man-
agement plans for interjurisdictional
fisheries will be divided equally among
the Commissions.

§253.24 Administrative requirements.

Federal assistance awards made as a
result of this Act are subject to all
Federal laws, Executive Orders, Office
of Management and Budget Circulars
as incorporated by the award; Depart-
ment of Commerce and NOAA regula-
tions; policies and procedures applica-
ble to Federal financial assistance
awards; and terms and conditions of
the awards.

PART 259—CAPITAL
CONSTRUCTION FUND

JOINT TAX REGULATIONS

Sec.
259.1 Execution of agreements and deposits
made in a Capital Construction Fund.

CAPITAL CONSTRUCTION FUND AGREEMENT

259.30 Application for Interim Capital Con-
struction Fund Agreement (“Interim
CCF Agreement”’).

259.31 Acquisition, construction, or recon-
struction.

259.32 Conditional fisheries.

259.33 Constructive deposits and with-
drawals; ratification of withdrawals (as
qualified) made without first having ob-
tained Secretary’s consent; first tax year
for which Interim CCF Agreement is ef-
fective.

50 CFR Ch. Il (10-1-00 Edition)

259.34 Minimum and maximum deposits;
maximum time to deposit.

259.35 Annual deposit and withdrawal re-
ports required.

259.36 CCF accounts.

259.37 Conditional consents to withdrawal
qualification.

259.38 Miscellaneous.

AUTHORITY: 46 U.S.C. 1177.
JOINT TAX REGULATIONS

§259.1 Execution of agreements and
deposits made in a Capital Con-
struction Fund.

In the case of a taxable year of a tax-
payer beginning after December 31,
1969, and before January 1, 1972, the
rules governing the execution of agree-
ments and deposits under such agree-
ments shall be as follows:

(a) A capital construction fund agree-
ment executed and entered into by the
taxpayer on or prior to the due date,
with extensions, for the filing of his
Federal income tax return for such tax-
able year or years will be deemed to be
effective on the date of the execution
of such agreement or as of the close of
business of the last regular business
day of each such taxable year or years
to which such deposit relates, which-
ever day is earlier.

(b) Notwithstanding the provisions of
paragraph (a) of this section, where:

(1) For taxable years beginning after
December 31, 1969, and prior to January
1, 1971, an application for a capital con-
struction fund agreement is filed by a
taxpayer prior to January 1, 1972, and a
capital construction fund agreement is
executed and entered into by the tax-
payer prior to March 1, 1972, and

(2) For taxable years beginning after
December 31, 1970, and prior to January
1, 1972, an application for a capital con-
struction fund agreement is filed by a
taxpayer prior to January 1, 1973, and a
capital construction fund agreement is
executed and entered into by the tax-
payer prior to March 1, 1973 (or, if ear-
lier, 60 days after the publication of
final joint regulations under section
607 of the Merchant Marine Act, 1936,
as amended); then such a capital con-
struction fund agreement will be
deemed to be effective as of the close of
business of the last regular business
day of each such taxable year or years
to which such deposit related.

262



National Marine Fisheries Service/NOAA, Commerce

(c)(1) Deposits made in a capital con-
struction fund pursuant to such an
agreement within 60 days after the
date of execution of the agreement, or
on or prior to the due date, with exten-
sions, for the filing of his Federal in-
come tax return for such taxable year
or years, whichever date shall be later,
shall be deemed to have been made on
the date of the actual deposit or as of
the close of business of the last regular
business day of each such taxable year
or years to which such deposit relates,
whichever day is earlier.

(2) Notwithstanding paragraph (c)(1)
of this section, for taxable years begin-
ning after December 31, 1970, and end-
ing prior to January 1, 1972, deposits
made later than the last date per-
mitted under paragraph (c)(1) of this
section but on or before January 9,
1973, in a capital construction fund pur-
suant to an agreement with the Sec-
retary of Commerce, acting by and
through the Administrator of the Na-
tional Oceanic and Atmospheric Ad-
ministration, shall be deemed to have
been made on the date of the actual de-
posit or as of the close of business of
the last regular business day of such
taxable year, whichever is earlier.

(d) Nothing in this section shall alter
the rules and regulations governing the
timing of deposits with respect to ex-
isting capital and special reserve funds
or with respect to the treatment of de-
posits for any taxable year or years
other than a taxable year or years be-
ginning after December 31, 1969, and be-
fore January 1, 1972.1

[37 FR 25025, Nov. 25, 1972, as amended at 38
FR 8163, Mar. 29, 1973]

CAPITAL CONSTRUCTION FUND
AGREEMENT

SOURCE: Sections 259.30 to 259.38 appear at
39 FR 33675, Sept. 19, 1974, unless otherwise
noted.

1The phrase ‘“‘existing capital and special
reserve funds’ does not refer to the Capital
Construction Fund program but rather to
funds established with the Maritime Admin-
istration prior to the amendment of the Mer-
chant Marine Act, 1936, which authorized the
Capital Construction Fund program.

§259.30

§259.30 Application for Interim Cap-
ital Construction Fund Agreement
(“Interim CCF Agreement”).

(a) General qualifications. To be eligi-
ble to enter into an Interim CCF
Agreement an applicant must:

(1) Be a citizen of the United States
(citizenship requirements are those for
documenting vessels in the coastwise
trade within the meaning of section 2
of the Shipping Act, 1916, as amended);

(2) Own or lease one or more eligible
vessels (as defined in section 607(k)(1)
of the Act) operating in the foreign or
domestic commerce of the United
States.

(3) Have an acceptable program for
the acquisition, construction, or recon-
struction of one or more qualified ves-
sels (as defined in section 607(k)(2) of
the Act). Qualified vessels must be for
commercial operation in the fisheries
of the United States. If the qualified
vessel is 5 net tons or over, it must be
documented in the fisheries of the
United States. Dual documentation in
both the fisheries and the coastwise
trade of the United States is permis-
sible. Any vessel which will carry fish-
ing parties for hire must be inspected
and certified (under 46 CFR part 176) by
the U.S. Coast Guard as qualified to
carry more than six passengers or dem-
onstrate to the Secretary’s satisfaction
that the carrying of fishing parties for
hire will constitute its primary activ-
ity. The program must be a firm rep-
resentation of the applicant’s actual
intentions. Vague or contingent objec-
tives will not be acceptable.

(b) Content of application. Applicants
seeking an Interim CCF Agreement
may make application by letter pro-
viding the following information:

(1) Proof of U.S. citizenship;

(2) The first taxable year for which
the Interim CCF Agreement is to apply
(see §259.33 for the latest time at which
applications for an Interim CCF Agree-
ment relating to a previous taxable
year may be received);

(3) The following information regard-
ing each ‘‘eligible vessel”” which is to
be incorporated in Schedule A of the
Interim CCF Agreement for purposes of
making deposits into a CCF pursuant
to section 607 of the Act:

(i) Name of vessel,
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(ii) Official number, or, in the case of
vessels under 5 net tons, the State reg-
istration number where required,

(iii) Type of vessel (i.e., catching ves-
sel, processing vessel, transporting ves-
sel, charter vessel, barge, passenger
carrying fishing vessel, etc.),

(iv) General characteristic (i.e., net
tonnage, fish-carrying capacity, age,
length, type of fishing gear, number of
passengers carried or in the case of ves-
sels operating in the foreign or domes-
tic commerce the various uses of the
vessel, etc.),

(v) Whether owned or leased and, if
leased, the name of the owner, and a
copy of the lease,

(vi) Date and place of construction,

(vii) If reconstructed, date of redeliv-
ery and place of reconstruction,

(viii) Trade (or trades) in which ves-
sel is documented and date last docu-
mented,

(ix) If a fishing vessel, the fishery of
operation (which in this section means
each species or group of species—each
species must be specifically identified
by acceptable common names—of fish,
shellfish, or other living marine re-
sources which each vessel catches,
processes, or transports or will catch,
process, or transport for commercial
purposes such as marketing or proc-
essing the catch),

(x) If a fishing vessel, the area of op-
eration (which for fishing vessels
means the general geographic areas in
which each vessel will catch, process,
or transport, or charter for each spe-
cies or group of species of fish, shell-
fish, or other living marine resources).

(4) The specific objectives to be
achieved by the accumulation of assets
in a Capital Construction Fund (to be
incorporated in Schedule B of the In-
terim CCF Agreement) including:

(i) Number of vessels,

(i) Type of vessel (i.e., catching,
processing, transporting, or passenger
carrying fishing vessel),

(iii) General characteristics (i.e., net
tonnage, fish-carrying capacity, age,
length, type of fishing gear, number of
passengers carried),

(iv) Cost of projects,

(v) Amount of indebtedness to be paid
for vessels to be constructed, acquired,
or reconstructed (all notes, mortgages,
or other evidences of the indebtedness
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must be submitted as soon as available,
together with sufficient additional evi-
dence to establish that full proceeds of
the indebtedness to be paid from a CCF
under an Interim CCF Agreement, were
used solely for the purpose of the con-
struction, acquisition, or reconstruc-
tion of Schedule B vessels),

(vi) Date of construction, acquisition,
or reconstruction,

(vii) Fishery of operation (which in
this section means each species or
group of species—each species must be
specifically identified by acceptable
common name—of fish, shellfish, or
other living marine resources),

(viii) Area of operation (which in this
section means the general geographic
areas in which each vessel will will op-
erate for each species or group of spe-
cies of fish, shellfish, or other living
marine resources).

(c) Filing. The application must be
signed and submitted in duplicate to
the Regional Office of the National Ma-
rine Fisheries Service’s Financial As-
sistance Division corresponding to the
region in which the party conducts its
business. As a general rule, the Interim
CCF Agreement must be executed and
entered into by the taxpayer on or
prior to the due date, with extensions,
for the filing of the Federal tax return
in order to be effective for the tax year
to which that return relates. It is
manifestly in the Applicant’s best in-
terest to file at least 45 days in ad-
vance of such date.

[39 FR 33675, Sept. 19, 1974, as amended at 42
FR 65185, Dec. 30, 1978]

§259.31 Acquisition,
reconstruction.

construction, or

(a) Acquisition. No vessel having pre-
viously been operated in a fishery of
the United States prior to its acquisi-
tion by the party seeking CCF with-
drawal therefor shall be a qualified ves-
sel for the purpose of acquisition, ex-
cept in the cases specified in para-
graphs (a)(1) and (2) of this section:

(1) A vessel not more than 5 years
old, at the time of its acquisition by
the party seeking CCF withdrawal
therefor may be a qualified vessel for
the purpose of acquisition, but only if
each acquisition in this category be-
comes a Schedule A vessel and there

264



National Marine Fisheries Service/NOAA, Commerce

exists for each acquisition in this cat-
egory (on a one-for-one basis) an addi-
tional Schedule B construction or re-
construction. The sole consideration
for permitting an acquisition in this
category is that it will enable the
party (but the Secretary will not at-
tempt to predetermine such an ability)
to accelerate accomplishment of the
additional Schedule B construction or
reconstruction. Should this consider-
ation materially fail, the Secretary
shall, at his discretion, disqualify pre-
viously qualified withdrawals in this
category, seek liquidated damages as
provided for in paragraph (a)(4) of this
section and/or terminate the Interim
CCF Agreement.

(2) A vessel more than 5 years old,
but not more than 25 years old (special
showing required if more than 25 years
old, see paragraph (b) of this section),
at the time of acquisition by the party
seeking CCF withdrawal therefor may
be a qualified vessel for the purpose of
acquisition, but only if that same ves-
sel becomes a Schedule A vessel and (in
addition to being a Schedule B vessel
for the purpose of its acquisition) be-
comes a Schedule B vessel for the pur-
pose of that same vessel’s reconstruc-
tion to be accomplished ordinarily
within 7 years from the date of acquisi-
tion. The sole consideration for permit-
ting an acquisition in this category is
that it will enable a party (but the Sec-
retary will not attempt to predeter-
mine such an ability) to accelerate ac-
complishment of the Schedule B recon-
struction of the vessel so acquired.
Should this consideration materially
fail, the same penalty prescribed in
paragraph (a)(1) of this section applies.

(3) Reserved for minimum deposits
under this section.

(4) Reserved for liquidated damages.

(b) Reconstruction. No reconstruction
project costing less than $100,000 shall
qualify a vessel for reconstruction, un-
less the reconstruction project costs,
or will cost, 20 percent or more of the
reconstructed vessel’s acquisition cost
(in its unreconstructed state) to the
party seeking CCF withdrawal there-
for. If the reconstruction project meets
the $100,000 test, then the 20 percent
test does not apply. Conversely, if the
reconstruction project does not meet
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the $100,000 test, then the 20 percent
test applies.

(1) Reconstruction may include re-
building, replacing, reconditioning,
converting and/or improving any por-
tion of a wvessel. A reconstruction
project must, however, substantially
prolong the useful life of the recon-
structed vessel, increase its value, or
adapt it to a different commercial use
in the fishing trade or industry.

(2) All, or the major portion (ordi-
narily, not less than 80 percent), of a
reconstruction project’s actual cost
must (for the purpose of meeting the
above dollar or percentage tests) be
classifiable as a capital expenditure for
Internal Revenue Service (IRS) pur-
poses. That otherwise allowable (i.e.,
for the purpose of meeting the above
dollar or percentage tests) portion of a
reconstruction project’s actual cost
which is not classifiable as a capital
expenditure shall, however, be excluded
from the amount qualified for with-
drawal as a result of the reconstruction
project.

(3) No vessel more than 25 years old
at the time of withdrawal or request
for withdrawal shall be a qualified ves-
sel for the purpose of reconstruction
unless a special showing is made, to
the Secretary’s discretionary satisfac-
tion, that the type and degree of recon-
struction intended will result in an ef-
ficient and productive vessel with an
economically useful life at least 10
years beyond the date reconstruction is
completed.

(c) Time permitted for construction or
reconstruction. Construction or recon-
struction must be completed within 18
months from the date construction or
reconstruction first commences, unless
otherwise consented to by the Sec-
retary.

(d) Energy saving improvements. An
improvement made to a vessel to con-
serve energy shall, regardless of cost,
be treated as a reconstruction for the
purpose of qualifying a CCF withdrawal
for such expenditure and shall be ex-
empted from having to meet condi-
tional fishery requirements for recon-
struction as set forth in §259.32 and
from all qualifying tests for recon-
struction set forth in paragraph (b) of
this section with the following excep-
tions:
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(1) An energy saving improvement
shall be required to meet both condi-
tional fishery requirements and the
qualifying tests for reconstruction if it
serves the dual purpose of saving en-
ergy and meeting the reconstruction
requirement of paragraph (a) of this
section for qualifying a withdrawal for
the acquisition of a used vessel.

(2) That portion of the actual cost of
an energy saving improvement which is
to be paid for from the CCF must be
classifiable and treated as a capital ex-
penditure for Internal Revenue Service
purposes.

(e) Safety projects. The acquisition
and installation of safety equipment
for a qualified vessel and vessel modi-
fications whose central purpose is ma-
terially increasing the safety of a
qualified vessel or the acquisition and
installation of equipment required by
law or regulation that materially in-
creases the safety of a qualified vessel
shall, regardless of cost, be treated as
reconstruction for the purpose of quali-
fying a CCF withdrawal for such ex-
penditure, shall be exempt from having
to meet conditional fishery require-
ments for reconstruction as set forth in
§259.32, and shall be exempt from all
qualifying tests for reconstruction set
forth in paragraph (b) of this section,
with the following exceptions:

(1) A safety improvement shall be re-
quired to meet both conditional fishery
requirements and all qualifying tests
for reconstruction if it serves the dual
purpose of safety and meeting the re-
construction requirement of paragraph
(a) of this section for qualifying a with-
drawal for the acquisition of a used
vessel;

(2) That portion of the actual cost of
a safety improvement that is to be paid
for from the CCF must be classifiable
and treated as a capital expenditure for
Internal Revenue Service purposes;

(3) Safety improvement projects
whose clear and central purpose is re-
stricted to complying with the require-
ments of the Commercial Fishing In-
dustry Vessel Safety Act of 1988 (Public
Law 100-424 Sec. 1, 102 stat. 1585 (1988)
(codified in scattered sections of 46
U.S.C.)) shall, without further docu-
mentation, be considered to fall within
this paragraph (e). Satisfactory docu-
mentation will be required for all other
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projects proposed to be considered as
falling within this paragraph (e).
Projects not required by law or regula-
tion whose central purpose clearly in-
volves something other than an im-
provement that materially increases
the safety of a vessel will not be con-
sidered to fall within this paragraph
(e).

[39 FR 33675, Sept. 19, 1974, as amended at 46
FR 54563, Nov. 3, 1981; 62 FR 331, Jan. 3, 1997]

§259.32 Conditional fisheries.

(a) The Secretary may from time-to-
time establish certain fisheries in
which CCF benefits will be restricted.
The regulatory mechanism for so doing
is part 251 of this chapter. Each fishery
so restricted is termed a ‘“‘conditional
fishery’. Subpart A of part 251 of this
chapter establishes the procedure to be
used by the Secretary in proposing and
adopting a fishery as a conditional
fishery. Subpart B of part 251 of this
chapter enumerates each fishery actu-
ally adopted as a conditional fishery
(part 251 of this chapter should be re-
ferred to for details). The purpose of
this §259.32 is to establish the effect of
conditional fishery adoption upon In-
terim CCF Agreements.

(b) If a written request for an other-
wise permissible action under an In-
terim CCF Agreement is submitted
prior to the date upon which condi-
tional fishery adoption occurs, then
the Secretary will act, in an otherwise
normal manner, upon so much of the
action then applied for as is then per-
missible without regard to the subse-
quent adoption of a conditional fishery
(even, if that adoption occurs before
the Secretary gives his consent or
issues an Interim CCF Agreement or
amendment thereto, all as the case
may be). Nevertheless, the conditions
as set forth in paragraph (d) of this sec-
tion shall apply.

(c) If a written request for an other-
wise permissible action under an In-
terim CCF Agreement, or an applica-
tion for an Interim CCF Agreement, is
submitted after the date upon which
conditional fishery adoption occurs,
then the Secretary will act, in an oth-
erwise normal manner, upon so much
of the action then applied for as is then
permissible without regard to the pre-
vious adoption of a conditional fishery
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provided, however, that this paragraph
shall apply only to construction or re-
construction for which a binding
contract has been reduced to writing
prior to the date upon which condi-
tional fishery adoption occurred. Nev-
ertheless, the conditions as set forth in
paragraph (d) of this section shall
apply.

(d) Conditional fishery adoption shall
have no effect whatsoever upon a
Schedule B objective whose qualifica-
tion for withdrawal (which may be in
an amount equal to the total cost over
time of a Schedule B objective, i.e., a
series of withdrawals) has been, prior
to the date of conditional fishery adop-
tion, either consented to by the Sec-
retary or requested in accordance with
paragraph (b) or (c) of this section.
This extends to past, present, and fu-
ture withdrawals in an amount rep-
resenting up to 100 percent of the cost
of a Schedule B objective. Commence-
ment of any project in these categories
shall, however, be started not later
than 6 months from the date of condi-
tional fishery adoption and shall be
completed within 24 months from the
date of conditional fishery adoption,
unless for good and sufficient cause
shown the Secretary, at his discretion,
consents to a longer period for either
project commencement or completion.
Consent to the qualification of with-
drawal for any project in these cat-
egories not commenced or completed
within the periods allowed shall be re-
voked at the end of the periods al-
lowed.

(e) Conditional fishery adoption shall
have no effect whatsoever upon Sched-
ule B objectives which will not result
in significantly increasing harvesting
capacity in a fishery adopted as a con-
ditional fishery.

(1) Construction of a new vessel (ves-
sel ““Y”") for operation in an adopted
conditional fishery shall be deemed to
significantly increase harvesting ca-
pacity in that fishery unless the party
causing the “Y’ vessel to be con-
structed causes (within 1 year after the
delivery of vessel ‘“Y’’) to be perma-
nently removed from all fishing, or
placed permanently in a fishery not
then adopted as a conditional fishery,
under such conditions as the Secretary
may deem necessary or desirable, a
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vessel (vessel ““Z) which has during
the previous 18 months operated sub-
stantially in the same fishery as the
“Y*” vessel and which has a fishing ca-
pacity substantially equivalent to the
Y’ vessel. Failure to remove a vessel
could subject all withdrawals to be
treated as nonqualified and may be
cause for termination of the CCF. What
constitutes substantially equivalent
fishing capacity shall be a matter for
the Secretary’s discretion. Ordinarily,
in exercising his discretion about what
does or does not constitute substan-
tially equivalent fishing capacity, the
Secretary will take into consideration
(i) the average size of vessels con-
structed for the adopted conditional
fishery in question at the time vessel
““Z’ was constructed (or, if constructed
for a different fishery, the average size
of vessels in the adopted conditional
fishery at the time vessel ““Z”" entered
it), (ii) the average size of vessels con-
structed for the adopted conditional
fishery at the time vessel ‘Y’ was or
will be constructed, and (iii) such other
factors as the Secretary may deem ma-
terial and equitable, including the
length of time the party had owned or
leased vessel ““Z” and the length of
time the vessel has operated in the
conditional fishery. The Secretary will
consider these factors, and exercise his
discretion, in such a way as to encour-
age use of this program by established
fishermen who have owned or leased for
substantial periods vessels which need
to be replaced, even though a “Z’* ves-
sel may have been constructed at a
time which dictated a lesser fishing ca-
pacity than dictated for a ‘““Y’” vessel
at the time of its construction.

(2) Acquisition and/or reconstruction
of a used vessel for operation in an
adopted conditional fishery shall be
deemed to significantly increase har-
vesting capacity in that fishery unless
the vessel to be acquired and/or recon-
structed had during the previous 3
years operated substantially in the
same fishery as the adopted condi-
tional fishery in which it will operate
after acquisition and/or reconstruction.
If less than 3 years, then acquisition
and/or reconstruction of a used vessel
for operation in an adopted conditional
fishery shall be deemed to significantly
increase harvesting capacity in that
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fishery unless there occurs vessel re-
moval or permanent placement else-
where under the same conditions speci-
fied for construction in paragraph (e)(1)
of this section.

(3) Construction of a new vessel or
the acquisition and/or reconstruction
of a used vessel for operation in an
adopted conditional fishery shall not
be deemed to significantly increase the
harvesting capacity where the vessel
constructed, acquired and/or recon-
structed replaces another vessel which
was lost or destroyed and which had,
immediately prior to the loss or de-
struction, operated in the same fishery
as the adopted conditional fishery, pro-
vided, however, that the fishing capac-
ity of the replacement vessel has a
fishing capacity substantially equiva-
lent to the vessel lost or destroyed and
that the construction, acquisition and/
or reconstruction is completed within 2
years after the close of the taxable
year in which the loss or destruction
occurred. The Secretary may, at his
discretion, and for good and sufficient
cause shown, extend the replacement
period, provided that the request for
extension of time to replace is timely
filed with the Secretary

(f) Conditional fishery adoption shall
have the following effect on all Sched-
ule B objectives (whether for acquisi-
tion, construction, or reconstruction)
which the Secretary deems to signifi-
cantly increase harvesting capacity in
that fishery, excluding those cir-
cumstances specifically exempted by
paragraphs (b) through (e) of this sec-
tion (which shall be governed by the
provisions of paragraphs (b) through (e)
of this section).

(1) The Secretary may nevertheless
consent to the qualification of with-
drawal, but only up to an amount not
exceeding the total of eligible ceilings
actually deposited during tax years
other than the taxable year in which
conditional fishery adoption occurs
plus a pro-rata portion of eligible ceil-
ings generated in the tax year in which
conditional fishery adoption occurs.
Pro-ration shall be according to the
number of months or any part thereof
in a party’s tax year which elapse be-
fore the adoption of the conditional
fishery occurs. For example, if a par-
ty’s tax year runs from January 1, 1974,
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to December 31, 1974, and conditional
fishery adoption occurs on August 15,
1974, (i.e., during the 8th month of the
party’s tax year), then the pro-rata
portion for that year is eight-twelfths
of the total eligible ceilings generated
during that year.

(2) Qualified withdrawals in excess of
the amount specified in paragraph (f)(1)
of this section shall not, during the
continuance of the adopted conditional
fishery, be consented to. Parties at this
point shall have the following option:

(i) Make, with the Secretary’s con-
sent, a nonqualified withdrawal of the
excess and discontinue the future de-
posit of eligible ceilings (which may ef-
fect termination of the Interim CCF
Agreement).

(i) Reserve the excess, as well as the
future deposit of eligible ceilings, for a
Schedule B objective not then involv-
ing an adopted conditional fishery. If
amendment of an Interim CCF Agree-
ment is necessary in order to include a
Schedule B objective not then involv-
ing an adopted conditional fishery, the
party may, with the Secretary’s con-
sent, make the necessary amendment.

(iii) Reserve the excess, as well as the
future deposit of eligible ceilings, for a
Schedule B objective involving a then
adopted conditional fishery in antici-
pation that the then adopted condi-
tional fishery will eventually be
disadopted, in which case all deposits
of eligible ceilings will once again be
eligible for the Secretary’s consent as
qualified withdrawals. If the adoption
of a conditional fishery continues for a
substantial length of time and there is
no forseeable prospect of disadoption,
then the Secretary, in his discretion,
may require paragraph (f)(2)(i) or (ii) of
this section to be effected.

(9) The Secretary shall neither enter
into a new Interim CCF Agreement,
nor permit amendment of an existing
one, which involves a Schedule B objec-
tive in a then adopted conditional fish-
ery unless paragraph (b), (c) or (d) of
this §259.32 applies or unless the Sched-
ule B objective is expressly conditioned
upon acquisition construction, or re-
construction of the type permitted
under paragraph (e) of this §259.32.
Such an express condition would not
survive beyond the time at which con-
ditional fishery status is removed.
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§259.33 Constructive deposits and
withdrawals; ratification of with-
drawals (as qualified) made without
first having obtained Secretary’s
consent; first tax year for which In-
terim CCF Agreement is effective.

(a) Periods controlling permissibility.
For the purpose of this §259.33, the pe-
riod between the beginning and the end
of a party’s tax year is designated ‘‘Pe-
riod (aa)’’; the period between the end
of a party’s tax year and the party’s
tax due date for that tax year is des-
ignated ‘““Period (bb)’’; the period be-
tween the party’s tax due date and the
date on which ends the party’s last ex-
tension (if any) of that tax due date is
designated ‘‘Period (cc)”.

(b) Constructive deposits and with-
drawals (before Interim CCF Agreement
effectiveness date). Constructive depos-
its and withdrawals shall be permis-
sible only during the Period (aa) during
which a written application for an in-
terim CCF Agreement is submitted to
the Secretary and so much of the next
succeeding Period (aa), if any, which
occurs before the Secretary executes
the Interim CCF Agreement previously
applied for. All otherwise qualified ex-
penditures of eligible ceilings during
Period (aa) may be consented to by the
Secretary as constructive deposits and
withdrawals: Provided, The applicant’s
application for an Interim CCF Agree-
ment and for consent to constructive
deposit and withdrawal qualification
(together with sufficient supporting
data to enable the Secretary’s execu-
tion or issuance of consent) is sub-
mitted to the Secretary either before
the end of Period (bb) or, if extension
was requested and received, before the
end of Period (cc). If, however, the Sec-
retary receives the completed applica-
tion in proper form so close to the lat-
est permissible period that the Interim
CCF Agreement cannot be executed
and/or the consent given before the end
of Period (bb) or Period (cc), whichever
applies, then the burden is entirely
upon the applicant to negotiate with
the Internal Revenue Service (IRS) for
such relief as may be available (e.g.,
filing an amended tax return, if appro-
priate). The Secretary willl neverthe-
less execute the Interim CCF Agree-
ment and issue his consent however
long past the applicant’s Period (bb) or
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Period (cc), whichever applies, the Sec-
retary’s administrative workload re-
quires. Should IRS relief be, for any
reason, unavailable, the Secretary
shall regard the same as merely due to
the applicant’s having failed to apply
in a more timely fashion.

(c) Constructive deposits (after Interim
CCF Agreement effectiveness date). The
Secretary shall not permit construc-
tive deposits or withdrawals after the
effective date of an Interim CCF Agree-
ment. Eligible ceilings must, after the
effective date of an interim CCF Agree-
ment, be physically deposited in money
or kind in scheduled depositories be-
fore the last date eligible ceilings for
any Period (aa) of any party become in-
eligible for deposit (the last date being
Period (bb) or Period (cc), whichever
applies).

(d) Ratification of withdrawals (as
qualified) made without first having ob-
tained Secretary’s consent. The Secre-
tary may ratify as qualified any with-
drawal made without first having ob-
tained the Secretary’s consent there-
for, provided the withdrawal was such
as would have resulted in the Sec-
retary’s consent had it been requested
before withdrawal, and provided fur-
ther that the party’s request for con-
sent (together with sufficient sup-
porting data to enable issuance of the
Secretary’s consent) is submitted to
the Secretary either before the end of
Period (bb) or, if extension was re-
quested and received, before the end of
Period (cc).

(1) If, however, the Secretary receives
the request in proper form so close to
the latest permissible period that the
consent cannot be given before expira-
tion of Period (bb) or Period (cc),
whichever applies, then the burden is
entirely upon the party to negotiate
with IRS for such relief as may be
available (e.g., filing an amended tax
return, if appropriate). The Secretary
will nevertheless issue his consent
however long past the party’s Period
(bb) or Period (cc), whichever applies,
the Secretary’s administrative work-
load requires. Should IRS relief be, for
any reason, unavailable, the Secretary
shall regard the same as merely due to
the party’s having failed to apply in a
more timely fashion.
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(2) All parties shall be counseled that
it is manifestly in their best interest to
request the Secretary’s consent 45 days
in advance of the expected date of
withdrawal. Withdrawals made without
the Secretary’s consent, in reliance on
obtaining the Secretary’s consent, are
made purely at a party’s own risk.
Should any withdrawal made without
the Secretary’s consent prove, for any
reason, to be one to which the Sec-
retary will not or cannot consent by
ratification, then the result will be ei-
ther, or both, at the Secretary’s discre-
tion, an unqualified withdrawal or an
involuntary termination of the Interim
CCF Agreement.

(3) Should the withdrawal made with-
out having first obtained the Sec-
retary’s consent be made in pursuance
of a project not then an eligible Sched-
ule B objective, then the Secretary
may entertain an application to amend
the Interim CCF Agreement’s Schedule
B objectives as the prerequisite to con-
senting by ratification to the with-
drawal, all under the same time con-
straints and conditions as otherwise
specified herein.

(4) Any withdrawals made, after the
effective date of an Interim CCF Agree-
ment, without the Secretary’s consent
are automatically non-qualified with-
drawals unless the Secretary subse-
quently consents to them by ratifica-
tion as otherwise specified herein.

(5) Redeposit of that portion of the
ceiling withdrawn without the Sec-
retary’s consent, and for which such
consent is not subsequently given (ei-
ther by ratification or otherwise), shall
not be permitted. If such a non-quali-
fied withdrawal adversely affects the
Interim CCF Agreement’s general sta-
tus in any wise deemed by the Sec-
retary, at his discretion, to be signifi-
cant and material, the Secretary may
involuntarily terminate the Interim
CCF Agreement.

(e) First tax year for which Interim CCF
Agreement is effective. An Agreement, to
be effective for any party’s Period (aa),
must be executed and entered into by
the party, and submitted to the Sec-
retary, before the end of Period (bb) or
Period (cc), whichever applies, for such
Period (aa). If executed and entered
into by the party, and/or received by
the Secretary, after the end of Period
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(bb) or Period (cc), whichever applies,
then the Agreement will be first effec-
tive for the next succeeding Period
(aa).

(1) If, however, the Secretary receives
an Agreement executed and entered
into by the party in proper form so
close to the latest permissible period
that the Secretary cannot execute the
Agreement before expiration of Period
(bb) or Period (cc), whichever applies,
then the burden is entirely upon the
party to negotiate with IRS for such
relief as may be available (e.g., filing
an amended tax return, if appropriate).
The Secretary will nevertheless exe-
cute the Agreement however long past
the party’s Period (bb) or Period (cc),
whichever applies, the Secretary’s ad-
ministrative workload requires. Should
IRS relief be, for any reason, unavail-
able, the Secretary shall regard the
same as merely due to the party’s hav-
ing failed to apply in a more timely
manner.

(2) All parties shall be counseled that
it is manifestly in their best interest to
enter into and execute an Agreement,
and submit the same to the Secretary,
at least 45 days in advance of the Pe-
riod (bb) or Period (cc), whichever ap-
plies, for the Period (aa) for which the
Agreement is first intended to be effec-
tive.

§259.34 Minimum and maximum de-
posits; maximum time to deposit.

(a) Minimum annual deposit. The min-
imum annual (based on each party’s
taxable year) deposit required by the
Secretary in order to maintain an In-
terim CCF Agreement shall be an
amount equal to 2 percent of the total
anticipated cost of all Schedule B ob-
jectives unless such 2 percent exceeds
during any tax year 50 percent of a par-
ty’s Schedule A taxable income, in
which case the minimum deposit for
that year shall be 50 percent of the par-
ty’s Schedule A taxable income.

(1) Minimum annual deposit compli-
ance shall be audited at the end of each
party’s taxable year unless any one or
more of the Schedule B objectives is
scheduled for commencement more
than 3 taxable years in advance of the
taxable year in which the agreement is
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effected, in which case minimum an-
nual deposit compliance shall be au-
dited at the end of each 3 year taxable
period. In any taxable year, a Party
may apply any eligible amount in ex-
cess of the 2 percent minimum annual
deposit toward meeting the party’s
minimum annual deposit requirement
in past or future years: Provided, how-
ever, At the end of each 3 year period,
the aggregate amount in the fund must
be in compliance with 2 percent min-
imum annual deposit rule (unless the
50 percent of taxable income situation
applies).

(2) The Secretary may, at his discre-
tion and for good and sufficient cause
shown, consent to minimum annual de-
posits in any given tax year or com-
bination of tax years in an amount
lower than prescribed herein: Provided,
The party demonstrates to the Sec-
retary’s satisfaction the availability of
sufficient funds from any combination
of sources to accomplish Schedule B
objectives at the time they are sched-
uled for accomplishment.

(b) Maximum deposits. Other than the
maximum annual ceilings established
by the Act, the Secretary shall not es-
tablish a maximum annual ceiling: Pro-
vided, however, That deposits can no
longer be made once a party has depos-
ited 100 percent of the anticipated cost
of all Schedule B objectives, unless the
Interim CCF Agreement is then amend-
ed to establish additional Schedule B
objectives.

(c) Maximum time to deposit. Ten years
shall ordinarily be the maximum time
the Secretary shall permit in which to
accumulate deposits prior to com-
mencement of any given Schedule B
objective. A time longer than 10 years,
either by original scheduling or by sub-
sequent extension through amendment,
may, however, be permitted at the Sec-
retary’s discretion and for good and
sufficient cause shown.

§259.35 Annual deposit and with-

drawal reports required.

(a) The Secretary will require from
each Interim CCF Agreement holder
(Party) the following annual deposit
and withdrawal reports. Failure to sub-
mit such reports may be cause for in-
voluntary termination of CCF Agree-
ments.

§259.35

(1) A preliminary deposit and with-
drawal report at the end of each cal-
endar year, which must be submitted
not later than 45 days after the close of
the calendar year. The report must
give the amounts withdrawn from and
deposited into the party’s CCF during
the subject year, and be in letter form
showing the agreement holder’s name,
FVCCF identification number, and tax-
payer identification number. Each re-
port must bear certification that the
deposit and withdrawal information
given includes all deposit and with-
drawal activity for the year and the ac-
count reported. Negative reports must
be submitted in those cases where
there is no deposit and/or withdrawal
activity. If the party’s tax year is the
same as the calendar year, and if the
final deposit and withdrawal report re-
quired under paragraph (a)(2) of this
section is submitted before the due
date for this preliminary report, then
this report is not required.

(2) A final deposit and withdrawal re-
port at the end of the tax year, which
shall be submitted not later than 30
days after expiration of the due date,
with extensions (if any), for filing the
party’s Federal income tax return. The
report must be made on a form pre-
scribed by the Secretary using a sepa-
rate form for each FVCCF depository.
Each report must bear certification
that the deposit and withdrawal infor-
mation given includes all deposit and
withdrawal activity for the year and
account reported. Negative reports
must be submitted in those cases where
there is no deposit and/or withdrawal
activity.

(b) Failure to submit the required an-
nual deposit and withdrawal reports
shall be cause after due notice for ei-
ther, or both, disqualification of with-
drawals or involuntary termination of
the Interim CCF Agreement, at the
Secretary’s discretion.

(c) Additionally, the Secretary shall
require from each Interim CCF Agree-
ment holder, not later than 30 days
after expiration of the party’s tax due
date, with extensions (if any), a copy of
the party’s Federal Income Tax Return
filed with IRS for the preceding tax
year. Failure to submit shall after due
notice be cause for the same adverse
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action the
above.

[39 FR 33675, Sept. 19, 1974, as amended at 48
FR 57302, Dec. 29, 1983; 53 FR 35203, Sept. 12,
1988]

§259.36 CCF accounts.

(a) General: Each CCF account in
each scheduled depository shall have
an account number, which must be re-
flected on the reports required by
§259.35. All CCF accounts shall be re-
served only for CCF transactions.
There shall be no intermingling of CCF
and non-CCF transactions and there
shall be no pooling of 2 or more CCF
accounts without prior consent of the
Secretary. Safe deposit boxes, safes, or
the like shall not be eligible CCF de-
positories without the Secretary’s con-
sent and then only under such condi-
tions as the Secretary, in his discre-
tion, prescribes.

(b) Assignment: The use of Fund as-
sets for transactions in the nature of a
countervailing balance, compensating
balance, pledge, assignment, or similar
security arrangement shall constitute
a material breach of the Agreement un-
less prior written consent of the Sec-
retary is obtained.

(c) Depositories: (1) Section 607(c) of
the Act provides that amounts in a
CCF must be kept in the depository or
depositories specified in the Agree-
ments and be subject to such trustee or
other fiduciary requirements as the
Secretary may specify.

(2) Unless otherwise specified in the
Agreement, the party may select the
type or types of accounts in which the
assets of the Fund may be deposited.

(3) Non-cash deposits or investments
of the Fund should be placed in control
of a trustee under the following condi-
tions:

(i) The trustee should be specified in
the Agreement;

(ii) The trust instrument should pro-
vide that all investment restrictions
stated in section 607(c) of the Act will
be observed;

(iii) The trust instrument should pro-
vide that the trustee will give consider-
ation to the party’s withdrawal re-
quirements under the Agreement when
investing the Fund;

(iv) The trustee must agree to be
bound by all rules and regulations

specified in paragraph
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which have been or will be promulgated
governing the investment or manage-
ment of the Fund.

§259.37 Conditional consents to with-
drawal qualification.

The Secretary may conditionally
consent to the qualification of with-
drawal, such consent being conditional
upon the timely submission to the Sec-
retary of such further proofs, assur-
ances, and advices as the Secretary, in
his discretion, may require. Failure of
a party to comply with the conditions
of such a consent within a reasonable
time and after due notice shall, at the
Secretary’s discretion, be cause for ei-
ther, or both, nonqualification of with-
drawal or involuntary Interim CCF
Agreement termination.

§259.38 Miscellaneous.

(a) Wherever the Secretary prescribes
time constraints herein for the submis-
sion of any CCF transactions, the post-
mark date shall control if mailed or, if
personally delivered, the actual date of
submission. All required materials may
be submitted to any Financial Assist-
ance Division office of the National
Marine Fisheries Service.

(b) All CCF information received by
the Secretary shall be held strictly
confidential, except that it may be
published or disclosed in statistical
form provided such publication does
not disclose, directly or indirectly, the
identity of any fundholder.

(c) While recognizing that precise
regulations are necessary in order to
treat similarly situated parties simi-
larly, the Secretary also realizes that
precision in regulations can often
cause inequitable effects to result from
unavoidable, unintended, or minor dis-
crepancies between the regulations and
the circumstances they attempt to
govern. The Secretary will, con-
sequently, at his discretion, as a mat-
ter of privilege and not as a matter of
right, attempt to afford relief to par-
ties where literal application of the
purely procedural, as opposed to sub-
stantive, aspects of these regulations
would otherwise work an inequitable
hardship. This privilege will be spar-
ingly granted and no party should be-
fore the fact attempt to act in reliance
on its being granted after the fact.
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(d) These 8§§259.30 through 259.38 are
applicable absolutely to all Interim
CCF Agreements first entered into (or
the amendment of all then existing In-
terim CCF Agreements, which amend-
ment is first entered into) on or after
the date these §§259.30 through 259.38
are adopted. These §§259.30 through
259.38 are applicable to all Interim CCF
Agreements entered into before the
date these §§259.30 through 259.38 are
adopted, with the following exceptions
only:

§259.38

(1) The vessel age limitations im-
posed by §259.31 shall not apply to al-
ready scheduled Schedule B objectives.

(2) The minimum deposits imposed by
§259.34 shall not apply to any party’s
tax year before that party’s tax year
next following the one in which these
§§259.30 through 259.38 are adopted.

(e) These §§259.30 through 259.38 are
specifically incorporated in all past,
present, and future Interim CCF Agree-
ments by reference thereto made in
Whereas Clause number 2 of all such
Interim CCF Agreements.
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CAUTION...

The Departments of Treasury, Trangportation, and Commerce
have treated certain tax aspects of the Capital Construction
Fund Program in the find joint regulation (26 CFR Part 3).
The Federd Government adopted thesein 1976. It had never
amended them to reflect subsequent legidative changes
affecting the tax agpects of this program.

Y ou must use caution when gpplying these find joint
regulations. Critical tax aspects of the Program have been
changed by subsequent legidation. One of the most important
legidative changes involves the tax reporting method, and tax
consequences, of non-qualified withdrawals (see section 7518
added to the Internal Revenue Codein 1986). Section 7518
(and dl other legidation) supersedes inconsstent provisions of
the find joint regulaions.

The same Departments aso proposed joint regulations about
certain tax agpects of the Program not treated in the find joint
regulations. The Federal Government proposed these in 1976.
It has never adopted or withdrawn them. Regulations do not
have the force of law until adopted. At mogt, these proposed
regulations provide the best available evidence of the three
Department’ s regulatory intent about certain Program tax
agpects not treated in the find joint regulations.

Other aspects of both the final and proposed joint regulations
that may be out of date include: tax rates, capitd gains rates,
and Interna Revenue Code citations.
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law or rule of law, including the doc-
trine of res judicata.

§2.1-26 Reports by taxpayers.

(a) Information required. With each in-
come tax return filed for a taxable year
during any part of which a construc-
tion reserve fund is in existence the
taxpayer shall submit a statement set-
ting forth a detailed analysis of such
fund. The statement, which need not be
on any prescribed form, shall include
the following information with respect
to the construction reserve fund:

(1) The actual balance in the fund at
the beginning and end of the taxable
year;

(2) The date, amount, and source of
each deposit during the taxable year;

(3) If any deposit referred to in sub-
paragraph (2) of this paragraph consists
of proceeds from the sale, or indem-
nification of loss, of a vessel or share
thereof, the amounts of the unrecog-
nized gain;

(4) The date, amount, and purpose of
each expenditure or withdrawal from
the fund; and

(5) The date and amount of each con-
tract, under which deposited funds are
deemed to be obligated during the tax-
able year, for the construction, recon-
struction, reconditioning, or acquisi-
tion of new vessels, or for the liquida-
tion of purchase-money indebtedness
on such vessels, and the identification
of such vessels.

(b) Records required. Taxpayers shall
keep such records and make such addi-
tional reports as the Commissioner of
Internal Revenue or the Administra-
tion may require.

§2.1-27 Controlled corporation.

For the purpose of section 511 of the
Act and the regulations in this part a
new vessel is considered as con-
structed, reconstructed, reconditioned,
or acquired by the taxpayer if con-
structed, reconstructed, reconditioned,
or acquired by a corporation at a time
when the taxpayer owns not less than
95 percent of the total number of
shares of each class of stock of the cor-
poration.

§2.1-28 Administrative jurisdiction.

Sections 2.1-3 to 2.1-11, inclusive,
§§2.1-13 to 2.1-15, inclusive, and 8§§2.1-19
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to 2.1-22, inclusive, deal primarily with
matters under the jurisdiction of the
Administration. Sections 2.1-12, 2.1-16
to 2.1-18, inclusive, and §§2.1-23 to 2.1-
27, inclusive, deal primarily with mat-
ters under the jurisdiction of the Com-
missioner of Internal Revenue. Gen-
erally, matters relating to the estab-
lishment, maintenance, expenditure,
and use of construction reserve funds
and the construction, reconstruction,
reconditioning, or acquisition of new
vessels are under the jurisdiction of the
Administration; and matters relating
to the determination, assessment, and
collection of taxes are under the juris-
diction of the Commissioner of Inter-
nal Revenue. Correspondence should be
addressed to the particular authority
having jurisdiction in the matter.

PART 3—CAPITAL CONSTRUCTION
FUND

Sec.

3.0 Statutory provisions; section 607, Mer-
chant Marine Act, 1936, as amended.

3.1 Scope of section 607 of the Act and the

regulations in this part.

Ceiling on deposits.

Nontaxability of deposits.

Establishment of accounts.

Qualified withdrawals.

Tax treatment of qualified withdrawals.

Tax treatment of nonqualified with-

drawals.

Certain corporate reorganizations and

changes in partnerships, and certain

transfers on death. [Reserved]

3.9 Consolidated returns. [Reserved]

3.10 Transitional rules for existing funds.

3.11 Definitions.

Nouhrwiv

3.8

AUTHORITY: Sec. 21(a) of the Merchant Ma-
rine Act of 1970 (84 Stat. 1026); sec. 7805 of the
Internal Revenue Code of 1954 (68A Stat. 917;
26 U.S.C. 7805).

SOURCE: T.D. 7398, 41 FR 5812, Feb. 10, 1976,
unless otherwise noted.

§3.0 Statutory provisions; section 607,
Merchant Marine Act, 1936, as
amended.

SEC. 607 (a) Agreement Rules.

Any citizen of the United States owning or
leasing one or more eligible vessels (as de-
fined in subsection (k)(1)) may enter into an
agreement with the Secretary of Commerce
under, and as provided in, this section to es-
tablish a capital construction fund (herein-
after in this section referred to as the
“fund””) with respect to any or all of such
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vessels. Any agreement entered into under
this section shall be for the purpose of pro-
viding replacement vessels, additional ves-
sels, or reconstructed vessels, built in the
United States and documented under the
laws of the United States for operation in
the United States, foreign, Great Lakes, or
noncontiguous domestic trade or in the fish-
eries of the United States and shall provide
for the deposit in the fund of the amounts
agreed upon as necessary or appropriate to
provide for qualified withdrawals under sub-
section (f). The deposits in the fund, and all
withdrawals from the fund, whether qualified
or nonqualified, shall be subject to such con-
ditions and requirements as the Secretary of
Commerce may by regulations prescribe or
are set forth in such agreement; except that
the Secretary of Commerce may not require
any person to deposit in the fund for any tax-
able year more than 50 percent of that por-
tion of such person’s taxable income for such
year (computed in the manner provided in
subsection (b)(1)(A)) which is attributable to
the operation of the agreement vessels.

(b) Ceiling on Deposits.

(1) The amount deposited under subsection
(a) in the fund for any taxable year shall not
exceed the sum of:

(A) That portion of the taxable income of
the owner or lessee for such year (computed
as provided in chapter 1 of the Internal Rev-
enue Code of 1954 but without regard to the
carryback of any net operating loss or net
capital loss and without regard to this sec-
tion) which is attributable to the operation
of the agreement vessels in the foreign or do-
mestic commerce of the United States or in
the fisheries of the United States,

(B) The amount allowable as a deduction
under section 167 of the Internal Revenue
Code of 1954 for such year with respect to the
agreement vessels,

(C) If the transaction is not taken into ac-
count for purposes of subparagraph (A), the
net proceeds (as defined in joint regulations)
from (i) the sale or other disposition of any
agreement vessel, or (ii) insurance or indem-
nity attributable to any agreement vessel,
and

(D) The receipts from the investment or re-
investment of amounts held in such fund.

(2) In the case of a lessee, the maximum
amount which may be deposited with respect
to an agreement vessel by reason of para-
graph (1)(B) for any period shall be reduced
by any amount which, under an agreement
entered into under this section, the owner is
required or permitted to deposit for such pe-
riod with respect to such vessel by reason of
paragraph (1)(B).

(3) For purposes of paragraph (1), the term
‘““agreement vessel”” includes barges and con-
tainers which are part of the complement of
such vessel and which are provided for in the
agreement.

(c) Requirements as to Investments.
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Amounts in any fund established under
this section shall be kept in the depository
or depositories specified in the agreement
and shall be subject to such trustee and
other fiduciary requirements as may be spec-
ified by the Secretary of Commerce. They
may be invested only in interest-bearing se-
curities approved by the Secretary of Com-
merce; except that, if the Secretary of Com-
merce consents thereto, an agreed percent-
age (not in excess of 60 percent) of the assets
of the fund may be invested in the stock of
domestic corporations. Such stock must be
currently fully listed and registered on an
exchange registered with the Securities and
Exchange Commission as a national securi-
ties exchange, and must be stock which
would be acquired by prudent men of discre-
tion and intelligence in such matters who
are seeking a reasonable income and the
preservation of their capital. If at any time
the fair market value of the stock in the
fund is more than the agreed percentage of
the assets in the fund, any subsequent in-
vestment of amounts deposited in the fund,
and any subsequent withdrawal from the
fund, shall be made in such a way as to tend
to restore the fund to a situation in which
the fair market value of the stock does not
exceed such agreed percentage. For purposes
of this subsection, if the common stock of a
corporation meets the requirements of this
subsection and if the preferred stock of such
corporation would meet such requirements
but for the fact that it cannot be listed and
registered as required because it is non-
voting stock, such preferred stock shall be
treated as meeting the requirements of this
subsection.

(d) Nontaxability for Deposits.

(1) For purposes of the Internal Revenue
Code of 1954—

(A) Taxable income (determined without
regard to this section) for the taxable year
shall be reduced by an amount equal to the
amount deposited for the taxable year out of
amounts referred to in subsection (b)(1)(A),

(B) Gain from a transaction referred to in
subsection (b)(1)(C) shall not be taken into
account if an amount equal to the net pro-
ceeds (as defined in joint regulations) from
such transaction is deposited in the fund,

(C) The earnings (including gains and
losses) from the investment and reinvest-
ment of amounts held in the fund shall not
be taken into account,

(D) The earnings and profits of any cor-
poration (within the meaning of section 316
of such Code) shall be determined without re-
gard to this section, and

(E) In applying the tax imposed by section
531 of such Code (relating to the accumulated
earnings tax), amounts while held in the
fund shall not be taken into account.

(2) Paragraph (1) shall apply with respect
to any amount only if such amount is depos-
ited in the fund pursuant to the agreement
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and not later than the time provided in joint
regulations.

(e) Establishment of Accounts.

For purposes of this section—

(1) Within the fund established pursuant to
this section three accounts shall be main-
tained:

(A) The capital account,

(B) The capital gain account, and

(C) The ordinary income account.

(2) The capital account shall consist of—

(A) Amounts referred to in subsection
(b)(1)(B),

(B) Amounts referred to in subsection
(b)(1)(C) other than that portion thereof
which represents gain not taken into ac-
count by reason of subsection (d)(1)(B),

(C) 85 percent of any dividend received by
the fund with respect to which the person
maintaining the fund would (but for sub-
section (d)(1)(C)) be allowed a deduction
under section 243 of the Internal Revenue
Code of 1954, and

(D) Interest income exempt from taxation
under section 103 of such Code.

(3) The capital gain account shall consist
of—

(A) Amounts representing capital gains on
assets held for more than 6 months and re-
ferred to in subsection (b)(1)(C) or (b)(1)(D),
reduced by—

(B) Amounts representing capital losses on
assets held in the fund for more than 6
months.

(4) The ordinary income account shall con-
sist of—

(A) Amounts referred to
OBYDA),

(B)(i) Amounts representing capital gains
on assets held for 6 months or less and re-
ferred to in subsection (b)(1)(C) or (b)(1)(D),
reduced by—

(ii) Amounts representing capital losses on
assets held in the fund for 6 months or less,

(C) Interest (not including any tax-exempt
interest referred to in paragraph (2)(D)) and
other ordinary income (not including any
dividend referred to in subparagraph (E)) re-
ceived on assets held in the fund,

(D) Ordinary income from a transaction de-
scribed in subsection (b)(1)(C), and

(E) 15 percent of any dividend referred to in
paragraph (2)(C).

(5) Except on termination of a fund, capital
losses referred to in paragraph (3)(B) or in
paragraph (4)(B)(ii) shall be allowed only as
an offset to gains referred to in paragraph
(3)(A) or (4)(B)(i), respectively.

(f) Purposes of Qualified Withdrawals.

(1) A qualified withdrawal from the fund is
one made in accordance with the terms of
the agreement but only if it is for:

(A) The acquisition, construction, or re-
construction of a qualified vessel,

(B) The acquisition, construction, or recon-
struction of barges and containers which are

in subsection
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part of the complement of a qualified vessel,
or

(C) The payment of the principal on indebt-
edness incurred in connection with the ac-
quisition, construction, or reconstruction of
a qualified vessel or a barge or container
which is part of the complement of a quali-
fied vessel.

Except to the extent provided in regulations
prescribed by the Secretary of Commerce,
subparagraph (B), and so much of subpara-
graph (C) as relates only to barges and con-
tainers, shall apply only with respect to

barges and containers constructed in the
United States.
(2) Under joint regulations, if the Sec-

retary of Commerce determines that any
substantial obligation under any agreement
is not being fulfilled, he may, after notice
and opportunity for hearing to the person
maintaining the fund, treat the entire fund
or any portion thereof as an amount with-
drawn from the fund in a nonqualified with-
drawal.

(g) Tax Treatment of Qualified With-
drawals.

(1) Any qualified withdrawal from a fund
shall be treated—

(A) First as made out of the capital ac-
count,

(B) Second as made out of the capital gain
account, and

(C) Third as made out of the ordinary in-
come account.

(2) If any portion of a qualified withdrawal
for a vessel, barge, or container is made out
of the ordinary income account, the basis of
such vessel, barge, or container shall be re-
duced by an amount equal to such portion.

(3) If any portion of a qualified withdrawal
for a vessel, barge, or container is made out
of the capital gain account, the basis of such
vessel, barge, or container shall be reduced
by an amount equal to—

(A) Five-eighths of such portion, in the
case of a corporation (other than an electing
small business corporation, as defined in sec-
tion 1371 of the Internal Revenue Code of
1954), or

(B) One-half of such portion, in the case of
any other person.

(4) If any portion of a qualified withdrawal
to pay the principal on any indebtedness is
made out of the ordinary income account or
the capital gain account, then an amount
equal to the aggregate reduction which
would be required by paragraphs (2) and (3) if
this were a qualified withdrawal for a pur-
pose described in such paragraphs shall be
applied, in the order provided in joint regula-
tions, to reduce the basis of vessels, barges,
and containers owned by the person main-
taining the fund. Any amount of a with-
drawal remaining after the application of the
preceding sentence shall be treated as a non-
qualified withdrawal.
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(5) If any property the basis of which was
reduced under paragraph (2), (3), or (4) is dis-
posed of, any gain realized on such disposi-
tion, to the extent it does not exceed the ag-
gregate reduction in the basis of such prop-
erty under such paragraphs, shall be treated
as an amount referred to in subsection
(h)(3)(A) which was withdrawn on the date of
such disposition. Subject to such conditions
and requirements as may be provided in joint
regulations, the preceding sentence shall not
apply to a disposition where there is a rede-
posit in an amount determined under joint
regulations which will, insofar as prac-
ticable, restore the fund to the position it
was in before the withdrawal.

(h) Tax Treatment of Nonqualified With-
drawals.

(1) Except as provided in subsection (i), any
withdrawal from a fund which is not a quali-
fied withdrawal shall be treated as a non-
qualified withdrawal.

(2) Any nonqualified withdrawal from a
fund shall be treated—

(A) First as made out of the ordinary in-
come account,

(B) Second as made out of the capital gain
account, and

(C) Third as made out of the capital ac-
count.

For purposes of this section, items with-
drawn from any account shall be treated as
withdrawn on a first-in-first-out basis; ex-
cept that (i) any nonqualified withdrawal for
research, development, and design expenses
incident to new and advanced ship design,
machinery and equipment, and (ii) any
amount treated as a nonqualified withdrawal
under the second sentence of subsection
(9)(4), shall be treated as withdrawn on a
last-in-first-out basis.

(3) For purposes of the Internal Revenue
Code of 1954—

(A) Any amount referred to in paragraph
(2)(A) shall be included in income as an item
of ordinary income for the taxable year in
which the withdrawal is made.

(B) Any amount referred to in paragraph
(2)(B) shall be included in income for the tax-
able year in which the withdrawal is made as
an item of gain realized during such year
from the disposition of an asset held for
more than 6 months, and

(C) For the period on or before the last
date prescribed for payment of tax for the
taxable year in which this withdrawal is
made—

(i) No interest shall be payable under sec-
tion 6601 of such Code and no addition to the
tax shall be payable under section 6651 of
such Code,

(ii) Interest on the amount of the addi-
tional tax attributable to any item referred
to in subparagraph (A) or (B) shall be paid at
the applicable rate (as defined in paragraph
(4)) from the last date prescribed for pay-
ment of the tax for the taxable year for
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which such item was deposited in the fund,
and

(iii) No interest shall be payable on
amounts referred to in clauses (i) and (ii) of
paragraph (2) or in the case of any non-
qualified withdrawal arising from the appli-
cation of the recapture provision of section
606(5) of the Merchant Marine Act of 1936 as
in effect on December 31, 1969.

(4) For purposes of paragraph (3)(C)(ii), the
applicable rate of interest for any non-
qualified withdrawal—

(A) Made in a taxable year beginning in
1970 or 1971 is 8 percent, or

(B) Made in a taxable year beginning after
1971, shall be determined and published joint-
ly by the Secretary of the Treasury and the
Secretary of Commerce and shall bear a rela-
tionship to 8 percent which the Secretaries
determine under joint regulations to be com-
parable to the relationship which the money
rates and investment yields for the calendar
year immediately preceding the beginning of
the taxable year bear to the money rates and
investment yields for the calendar year 1970.

(i) Certain Corporate Reorganizations and
Changes in Partnerships.

Under joint regulations—

(1) A transfer of a fund from one person to
another person in a transaction to which sec-
tion 381 of the Internal Revenue Code of 1954
applies may be treated as if such transaction
did not constitute a nonqualified with-
drawal, and

(2) A similar rule shall be applied in the
case of a continuation of a partnership (with-
in the meaning of subchapter K of such
Code).

(J) Treatment of Existing Funds.

(1) Any person who was maintaining a fund
or funds (hereinafter in this subsection re-
ferred to as ‘‘old fund’) under this section
(as in effect before the enactment of this
subsection) may elect to continue such old
fund but—

(A) May not hold moneys in the old fund
beyond the expiration date provided in the
agreement under which such old fund is
maintained (determined without regard to
any extension or renewal entered into after
April 14, 1970),

(B) May not simultaneously maintain such
old fund and a new fund established under
this section, and

(C) If he enters into an agreement under
this section to establish a new fund, may
agree to the extension of such agreement to
some or all of the amounts in the old fund.

(2) In the case of any extension of an agree-
ment pursuant to paragraph (1)(C), each item
in the old fund to be transferred shall be
transferred in a nontaxable transaction to
the appropriate account in the new fund es-
tablished under this section. For purposes of
subsection (h)(3)(C), the date of the deposit
of any item so transferred shall be July 1,
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1971, or the date of the deposit in the old
fund, whichever is the later.

(k) Definitions.

For purposes of this section—

(1) The term *“‘eligible vessel’” means any
vessel—

(A) Constructed in the United States and,
if reconstructed, reconstructed in the United
States,

(B) Documented under the
United States, and

(C) Operated in the foreign or domestic
commerce of the United States or in the fish-
eries of the United States.

Any vessel which (i) was constructed outside
of the United States but documented under
the laws of the United States on April 15,
1970, or (ii) constructed outside the United
States for use in the United States foreign
trade pursuant to a contract entered into be-
fore April 15, 1970, shall be treated as satis-
fying the requirements of subparagraph (A)
of this paragraph and the requirements of
subparagraph (A) of paragraph (2).

(2) The term ‘“‘qualified vessel’” means any
vessel—

(A) Constructed in the United States and,
if reconstructed, reconstructed in the United
States,

(B) Documented under the
United States, and

(C) Which the person maintaining the fund
agrees with the Secretary of Commerce will
be operated in the United States foreign,
Great Lakes, or noncontiguous domestic
trade or in the fisheries of the United States.

(3) The term ‘‘agreement vessel’”” means
any eligible vessel or qualified vessel which
is subject to an agreement entered into
under this section.

(4) The term ““United States,”” when used in
a geographical sense, means the continental
United States including Alaska, Hawaii, and
Puerto Rico.

(5) The term ““United States foreign trade’’
includes (but is not limited to) those areas in
domestic trade in which a vessel built with
construction-differential subsidy is per-
mitted to operate under the first sentence of
section 506 of this Act.

(6) The term “‘joint regulations’ means
regulations prescribed under subsection (1).

(7) The term *“‘vessel’’ includes cargo han-
dling equipment which the Secretary of
Commerce determines is intended for use
primarily on the vessel. The term ‘‘vessel’”’
also includes an ocean-going towing vessel or
an ocean-going barge or comparable towing
vessel or barge operated on the Great Lakes.

(8) The term ‘“‘noncontiguous trade’ means
(i) trade between the contiguous forty-eight
States on the one hand and Alaska, Hawaii,
Puerto Rico, and the insular territories and
possessions of the United States on the other
hand, and (ii) trade from any point in Alas-
ka, Hawaii, Puerto Rico, and such territories
and possessions to any other point in Alaska,

laws of the

laws of the
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Hawaii, Puerto Rico, and such territories
and possessions.

(I) Records; Reports; Changes in Regula-
tions.

Each person maintaining a fund under this
section shall keep such records and shall
make such reports as the Secretary of Com-
merce or the Secretary of the Treasury shall
require. The Secretary of the Treasury and
the Secretary of Commerce shall jointly pre-
scribe all rules and regulations, not incon-
sistent with the foregoing provisions of this
section, as may be necessary or appropriate
to the determination of tax liability under
this section. If, after an agreement has been
entered into under this section, a change is
made either in the joint regulations or in the
regulations prescribed by the Secretary of
Commerce under this section which could
have a substantial effect on the rights or ob-
ligations of any person maintaining a fund
under this section, such person may termi-
nate such agreement.

§3.1 Scope of section 607 of the Act
and the regulations in this part.

(@) In general. The regulations pre-
scribed in this part provide rules for
determining the income tax liability of
any person a party to an agreement
with the Secretary of Commerce estab-
lishing a capital construction fund (for
purposes of this part referred to as the
“fund’”) authorized by section 607 of
the Merchant Marine Act, 1936, as
amended (for purposes of this part re-
ferred to as the ‘““Act’’). With respect to
such parties, section 607 of the Act in
general provides for the nontaxability
of certain deposits of money or other
property into the fund out of earnings
or gains realized from the operation of
vessels covered in an agreement, gains
realized from the sale or other disposi-
tion of agreement vessels or proceeds
from insurance for indemnification for
loss of agreement vessels, earnings
from the investment or reinvestment
of amounts held in a fund, and gains
with respect to amounts or deposits in
the fund. Transitional rules are also
provided for the treatment of “old
funds’ existing on or before the effec-
tive date of the Merchant Marine Act
of 1970 (see §3.10).

(b) Cross references. For rules relating
to eligibility for a fund, deposits, and
withdrawals and other aspects, see the
regulations prescribed by the Secretary
of Commerce in titles 46 (Merchant Ma-
rine) and 50 (Fisheries) of the Code of
Federal Regulations.
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(c) Code. For purposes of this part,
the term ‘“‘Code’” means the Internal
Revenue Code of 1954, as amended.

§3.2 Ceiling on deposits.

(@) In general—(1) Total ceiling. Sec-
tion 607(b) of the Act provides a ceiling
on the amount which may be deposited
by a party for a taxable year pursuant
to an agreement. The amount which a
party may deposit into a fund may not
exceed the sum of the following sub-
ceilings:

(i) The lower of (a) the taxable in-
come (if any) of the party for such year
(computed as provided in Chapter | of
the Code but without regard to the
carryback of any net operating loss or
net capital loss and without regard to
section 607 of the Act) or (b) taxable in-
come (if any) of such party for such
year attributable under paragraph (b)
of this section to the operation of
agreement vessels (as defined in para-
graph (f) of this section) in the foreign
or domestic commerce of the United
States or in the fisheries of the United
States (see section 607(b)(1)(A) of the
Act).

(ii) Amounts allowable as a deduction
under section 167 of the Code for such
year with respect to the agreement
vessels (see section 607(b)(1)(B) of the
Act),

(iii) The net proceeds (if not included
in subdivision (i) of this paragraph)
from (a) the sale or other disposition of
any agreement vessels or (b) insurance
or indemnity attributable to any
agreement vessels (see section
607(b)(1)(C) of the Act and paragraph (c)
of this section), and

(iv) Earnings and gains from the in-
vestment or reinvestment of amounts
held in such fund (see section
607(b)(1)(D) of the Act and paragraphs
(d) and (g) of this section).

(2) Overdeposits. (i) If for any taxable
year an amount is deposited into the
fund under a subceiling computed
under subparagraph (1) of this para-
graph which is in excess of the amount
of such subceiling for such year, then
at the party’s option such excess (or
any portion thereof) may—

(a) Be treated as a deposit into the
fund for that taxable year under an-
other available subceiling, or

26

26 CFR Ch. | (4-1-00 Edition)

(b) Be treated as not having been de-
posited for the taxable year and thus,
at the party’s option, may be disposed
of either by it being—

(1) Treated as a deposit into the fund
under any subceiling available in the
first subsequent taxable year in which
a subceiling is available, in which case
such amount shall be deemed to have
been deposited on the first day of such
subsequent taxable year, or

(2) Repaid to the party from the fund.

(ii)(@) When a correction is made for
an overdeposit, proper adjustment
shall be made with respect to all items
for all taxable years affected by the
overdeposit, such as, for example,
amounts in each account described in
§3.4, treatment of nonqualified with-
drawals, the consequences of qualified
withdrawals and the treatment of
losses realized or treated as realized by
the fund. Thus, for example, if the
party chooses to have the fund repay to
him the amount of an overdeposit,
amounts in each account, basis of as-
sets, and any affected item will be de-
termined as though no deposit and re-
payment had been made. Accordingly,
in such a case, if there are insufficient
amounts in an account to cover a re-
payment of an overdeposit (as deter-
mined before correcting the over-
deposit), and the party had applied the
proceeds of a qualified withdrawal from
such account towards the purchase of a
qualified vessel (within the meaning of
§3.11(a)(2)), then such account and the
basis of the vessel shall be adjusted as
of the time such withdrawal was made
and proceeds were applied, and repay-
ment shall be made from such account
as adjusted. If a party chooses to treat
the amount of an overdeposit as a de-
posit under a subceiling for a subse-
quent year, similar adjustments to af-
fected items shall be made. If the
amount of a withdrawal would have ex-
ceeded the amount in the fund (deter-
mined after adjusting all affected
amounts by reason of correcting the
overdeposit), the withdrawal to the ex-
tent of such excess shall be treated as
a repayment made at the time the
withdrawal was made.

(b) If the accounts (as defined in §3.4)
that were increased by reason of exces-
sive deposits contain sufficient
amounts at the time the overdeposit is
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discovered to repay the party, the
party may, at his option, demand re-
payment of such excessive deposits
from such accounts in lieu of making
the adjustments required by (a) of this
subdivision (ii).

(iii) During the period beginning with
the day after the date an overdeposit
was actually made and ending with the
date it was disposed of in accordance
with subdivision (i)(b) of this subpara-
graph, there shall be included in the
party’s gross income for each taxable
year the earnings attributed to any
amount of overdeposit on hand during
such a year. The earnings attributable
to any amount of overdeposit on hand
during a taxable year shall be an
amount equal to the product of—

(@) The average daily earnings for
each one dollar in the fund (as deter-
mined in subdivision (iv) of this sub-
paragraph),

(b) The amount of overdeposit (as de-
termined in subdivision (vi) of this sub-
paragraph), and

(c) The number of days during the
taxable year the overdeposit existed.

(iv) For purposes of subdivision (iii)
(a) of this subparagraph, the average
daily earnings for each dollar in the
fund shall be determined by dividing
the total earnings of the fund for the
taxable year by the sum of the prod-
ucts of—

(a) Any amount on hand during the
taxable year (determined under sub-
division (v) of this subparagraph), and

(b) The number of days during the
taxable year such amount was on hand
in the fund.

(v) For purposes of this subpara-
graph—

(a) An amount on hand in the fund or
an overdeposit shall not be treated as
on hand on the day deposited but shall
be treated as on hand on the day with-
drawn, and

(b) The fair market value of such
amounts on hand for purposes of this
subparagraph shall be determined as
provided in §20.2031-2 of the Estate Tax
Regulations of this chapter but with-
out applying the blockage and other
special rules contained in paragraph (e)
thereof.

(vi) For purposes of subdivision (iii)
(b) of this subparagraph, the amount of
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overdeposit on hand at any time is an
amount equal to—

(@) The amount deposited into the
fund under a subceiling computed
under subparagraph (1) of this para-
graph which is in excess of the amount
of such subceiling, less

(b) The sum of—

(1) Amounts described in (a) of this
subdivision (vi) treated as a deposit
under another subceiling for the tax-
able year pursuant to subdivision (i) of
this subparagraph,

(2) Amounts described in (a) of this
subdivision (vi) disposed of (or treated
as disposed of) in accordance with sub-
division (i) or (ii) of this subparagraph
prior to such time.

(vii) To the extent earnings attrib-
uted under subdivision (iii) of this sub-
paragraph represent a deposit for any
taxable year in excess of the subceiling
described in subparagraph (1)(iv) of this
paragraph for receipts from the invest-
ment or reinvestment of amounts held
in the fund, such attributed earnings
shall be subject to the rules of this sub-
paragraph for overdeposits.

(3) Underdeposit caused by audit ad-
justment. [Reserved]

(4) Requirements for deficiency deposits.
[Reserved]

(b) Taxable income attributable to the
operation of an agreement vessel—(1) In
general. For purposes of this section,
taxable income attributable to the op-
eration of an agreement vessel means
the amount, if any, by which the gross
income of a party for the taxable year
from the operation of an agreement
vessel (as defined in paragraph (f) of
this section) exceeds the allowable de-
ductions allocable to such operation
(as determined under subparagraph (3)
of this paragraph). The term ‘‘taxable
income attributable to the operation of
the agreement vessels’”” means the sum
of the amounts described in the pre-
ceding sentence separately computed
with respect to each agreement vessel
(or share therein) or, at the party’s op-
tion, computed in the aggregate.

(2) Gross income. (i) Gross income
from the operation of agreement ves-
sels means the sum of the revenues
which are derived during the taxable
year from the following:

(a) Revenues derived from the trans-
portation of passengers, freight, or
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mail in such vessels, including
amounts from contracts for the charter
of such vessels to others, from oper-
ating differential subsidies, from col-
lections in accordance with pooling
agreements and from insurance or in-
demnity net proceeds relating to the
loss of income attributable to such
agreement vessels.

(b) Revenues derived from the oper-
ation of agreement vessels relating to
commercial fishing activities, includ-
ing the transportation of fish, support
activities for fishing vessels, charters
for commercial fishing, and insurance
or indemnity net proceeds relating to
the loss of income attributable to such
agreement vessels.

(c) Revenues from the rental, lease,
or use by others of terminal facilities,
revenues from cargo handling oper-
ations and tug and lighter operations,
and revenues from other services or op-
erations which are incidental and di-
rectly related to the operation of an
agreement vessel. Thus, for example,
agency fees, commissions, and broker-
age fees derived by the party at his
place of business for effecting trans-
actions for services incidental and di-
rectly related to shipping for the ac-
counts of other persons are includible
in gross income from the operation of
agreement vessels where the trans-
action is of a kind customarily con-
summated by the party for his own ac-
count at such place of business.

(d) Dividends, interest, and gains de-
rived from assets set aside and reason-
ably retained to meet regularly occur-
ring obligations relating to the ship-
ping or fishing business directly con-
nected with the agreement vessel
which obligations cannot at all times
be met from the current revenues of
the business because of layups or re-
pairs, special surveys, fluctuations in
the business, and reasonably foresee-
able strikes (whether or not a strike
actually occurs), and security amounts
retained by reason of participation in
conferences, pooling agreements, or
similar agreements.

(if) The items of gross income de-
scribed in subdivision (i) (c) and (d) of
this subparagraph shall be considered
to be derived from the operations of a
particular agreement vessel in the
same proportion that the sum of the
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items of gross income described in sub-
division (i) (a) and (b) of this subpara-
graph which are derived from the oper-
ations of such agreement vessel bears
to the party’s total gross income for
the taxable year from operations de-
scribed in subdivision (i) (a) and (b) of
this subparagraph.

(iii) In the case of a party who uses
his own or leased agreement vessels to
transport his own products, the gross
income attributable to such vessel op-
erations is an amount determined to be
an arm’s length charge for such trans-
portation. The arm’s length charge
shall be determined by applying the
principles of section 482 of the Code and
the regulations thereunder as if the
party transporting the product and the
owner of the product were not the same
person but were controlled taxpayers
within the meaning of §1.482-1(a)(4) of
the Income Tax Regulations of this
chapter. Gross income attributable to
the operation of agreement vessels does
not include amounts for which the
party is allowed a deduction for per-
centage depletion under sections 611
and 613 of the Code.

(3) Deductions. From the gross income
attributable to the operation of an
agreement vessel or vessels as deter-
mined under subparagraph (2) of this
paragraph, there shall be deducted, in
accordance with the principles of
§1.861-8 of the Income Tax Regulations
of this chapter, the expenses, losses,
and other deductions definitely related
and therefore allocated and appor-
tioned thereto and a ratable part of
any expenses, losses, or other deduc-
tions which are not definitely related
to any gross income of the party. Thus,
for example, if a party has gross in-
come attributable to the operation of
an agreement vessel and other gross in-
come and has a particular deduction
definitely related to both types of gross
income, such deduction must be appor-
tioned between the two types of gross
income on a reasonable basis in deter-
mining the taxable income attrib-
utable to the operation of the agree-
ment vessel.

(4) Net operating and capital loss de-
ductions. The taxable income of a party
attributable to the operation of agree-
ment vessels shall be computed with-
out regard to the carryback of any net
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operating loss deduction allowed by
section 172 of the Code, the carryback
of any net capital loss deduction al-
lowed by sections 165(f) of the Code, or
any reduction in taxable income al-
lowed by section 607 of the Act.

(5) Method of accounting. Taxable in-
come must be computed under the
method of accounting which the party
uses for Federal income tax purposes.
Such method may include a method of
reporting whereby items of revenue
and expense properly allocable to voy-
ages in progress at the end of any ac-
counting period are eliminated from
the computation of taxable income for
such accounting period and taken into
account in the accounting period in
which the voyage is completed.

(c) Net proceeds from transactions with
respect to agreement vessels. [Reserved]

(d) Earnings and gains from the invest-
ment or reinvestment of amounts held in a
fund—(1) In general. (i) Earnings and
gains received or accrued by a party
from the investment or reinvestment
of assets in a fund is the total amount
of any interest or dividends received or
accrued, and gains realized, by the
party with respect to assets deposited
in, or purchased with amounts depos-
ited in, such fund. Such earnings and
gains are therefore required to be in-
cluded in the gross income of the party
unless such amount, or a portion there-
of, is not taken into account under sec-
tion 607(d)(1)(C) of the Act and
§3.3(b)(2)(ii) by reason of a deposit or
deemed deposit into the fund. For rules
relating to receipts from the sale or
other disposition of nonmoney deposits
into the fund, see paragraph (g) of this
section.

(i) Earnings received or accrued by a
party from investment or reinvestment
of assets in a fund include the ratable
monthly portion of original issue dis-
count included in gross income pursu-
ant to section 1232(a)(3) of the Code.
Such ratable monthly portion shall be
deemed to be deposited into the ordi-
nary income account of the fund, but
an actual deposit representing such
ratable monthly portion shall not be
made. For basis of bond or other evi-
dence of indebtedness issued at a dis-
count, see §3.3(b)(2)(ii)(b).

(2) Gain realized. (i) The gain realized
with respect to assets in the fund is the
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excess of the amount realized (as de-
fined in section 1001(b) of the Code and
the regulations thereunder) by the fund
on the sale or other disposition of a
fund asset over its adjusted basis (as
defined in section 1011 of the Code) to
the fund. For the adjusted basis of non-
money deposits, see paragraph (g) of
this section.

(ii) Property purchased by the fund
(including property considered under
paragraph (g)(1)(iii) of this section as
purchased by the fund) which is with-
drawn from the fund in a qualified
withdrawal (as defined in §3.5) is treat-
ed as a disposition to which subdivision
(i) of this subparagraph applies. For
purposes of determining the amount by
which the balance within a particular
account will be reduced in the manner
provided in §3.6(b) (relating to order of
application of qualified withdrawals
against accounts) and for purposes of
determining the reduction in basis of a
vessel, barge, or container (or share
therein) pursuant to §3.6(c), the value
of the property is its fair market value
on the day of the qualified withdrawal.

(3) Holding period. Except as provided
in paragraph (g) of this section, the
holding period of fund assets shall be
determined under section 1223 of the
Code.

(e) Leased vessels. In the case of a
party who is a lessee of an agreement
vessel, the maximum amount which
such lessee may deposit with respect to
any agreement vessel by reason of sec-
tion 607(b)(1)(B) of the Act and para-
graph (a)(1)(ii) of this section (relating
to depreciation allowable) for any pe-
riod shall be reduced by the amount (if
any) which, under an agreement en-
tered into under section 607 of the Act,
the owner is required or permitted to
deposit for such period with respect to
such vessel by reason of section
607(b)(1)(B) of the Act and paragraph
(a)(1)(ii) of this section. The amount of
depreciation depositable by the lessee
under this paragraph is the amount of
depreciation deductible by the lessor
on its income tax return, reduced by
the amount described in the preceding
sentence or the amount set forth in the
agreement, whichever is lower.

(f) Definition of agreement vessel. For
purposes of this section, the term
‘“‘agreement vessel’” (as defined in



§3.2

§3.11(a)(3) and 46 CFR 390.6) includes
barges and containers which are the
complement of an agreement vessel
and which are provided for in the
agreement, agreement vessels which
have been contracted for or are in the
process of construction, and any shares
in an agreement vessel. Solely for pur-
poses of this section, a party is consid-
ered to have a ‘“‘share’ in an agreement
vessel if he has a right to use the vessel
to generate income from its use wheth-
er or not the party would be considered
as having a proprietary interest in the
vessel for purposes of State or Federal
law. Thus, a partner may enter into an
agreement with respect to his share of
the vessel owned by the partnership
and he may make deposits of his dis-
tributive share of the sum of the four
subceilings described in paragraph
(a)(1) of this section. Notwithstanding
the provisions of subchapter K of the
Code (relating to the taxation of part-
ners and partnerships), the Internal
Revenue Service will recognize, solely
for the purposes of applying this part,
an agreement by an owner of a share in
an agreement vessel even though the
“‘share’” arrangement is a partnership
for purposes of the Code.

(g9) Special rules for nonmoney deposits
and withdrawals—(1) In general. (i) De-
posits may be made in the form of
money or property of the type per-
mitted to be deposited under the agree-
ment. (For rules relating to the types
of property which may be deposited
into the fund, see 46 CFR §390.7(d), and
50 CFR part 259.) For purposes of this
paragraph, the term ‘“‘property’ does
not include money.

(ii) Whether or not the election pro-
vided for in subparagraph (2) of this
paragraph is made—

(a) The amount of any property de-
posit, and the fund’s basis for property
deposited in the fund, is the fair mar-
ket value of the property at the time
deposited, and

(b) The fund’s holding period for the
property begins on the day after the
deposit is made.

(iii) Unless such an election is made,
deposits of property into a fund are
considered to be a sale at fair market
value of the property, a deposit of cash
equal to such fair market value, and a
purchase by the fund of such property
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for cash. Thus, in the absence of the
election, the difference between the
fair market value of such property de-
posited and its adjusted basis shall be
taken into account as gain or loss for
purposes of computing the party’s in-
come tax liability for the year of de-
posit.

(iv) For fund’s basis and holding pe-
riod of assets purchased by the fund,
see paragraph (d) (2) and (3) of this sec-
tion.

(2) Election not to treat deposits of
property other than money as a sale or ex-
change at the time of deposit. A party
may elect to treat a deposit of property
as if no sale or other taxable event had
occurred on the date of deposit. If such
election is made, in the taxable year
the fund disposes of the property, the
party shall recognize as gain or loss
the amount he would have recognized
on the day the property was deposited
into the fund had the election not been
made. The party’s holding period with
respect to such property shall not in-
clude the period of time such property
was held by the fund. The election
shall be made by a statement to that
effect, attached to the party’s Federal
income tax return for the taxable year
to which the deposit relates, or, if such
return is filed before such deposit is
made, attached to the party’s return
for the taxable year during which the
deposit is actually made.

(3) Effect of qualified withdrawal of
property deposited pursuant to election. If
property deposited into a fund, with re-
spect to which an election under sub-
paragraph (2) of this paragraph is
made, is withdrawn from the fund in a
qualified withdrawal (as defined in
§3.5) such withdrawal is treated as a
disposition of such property resulting
in recognition by the party of gain or
loss (if any) as provided in subpara-
graph (2) of this paragraph with respect
to nonfund property. In addition, such
withdrawal is treated as a disposition
of such property by the fund resulting
in recognition of gain or loss by the
party with respect to fund property to
the extent the fair market value of the
property on the date of withdrawal is
greater or less (as the case may be)
than the adjusted basis of the property
to the fund on such date. For purposes
of determining the amount by which
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the balance within a particular ac-
count will be reduced in the manner
provided in §3.6(b) (relating to order of
application of qualified withdrawals
against accounts) and for purposes of
determining the reduction in basis of a
vessel, barge, or container (or share
therein) pursuant to §3.6(c), the value
of the property is its fair market value
on the day of the qualified withdrawal.
For rules relating to the effect of a
qualified withdrawal of property pur-
chased by the fund (including deposited
property considered under subpara-
graph (1)(iii) of this paragraph as pur-
chased by the fund), see paragraph
(d)(2)(i1) of this section.

(4) Effect of nonqualified withdrawal of
property deposited pursuant to election. If
property deposited into a fund with re-
spect to which an election under sub-
paragraph (2) of this paragraph is
made, is withdrawn from the fund in a
nonqualified withdrawal (as defined in
§3.7(b)), no gain or loss is to be recog-
nized by the party with respect to fund
property or nonfund property but an
amount equal to the adjusted basis of
the property to the fund is to be treat-
ed as a nonqualified withdrawal. Thus,
such amount is to be applied against
the various accounts in the manner
provided in §3.7(c), such amount is to
be taken into account in computing
the party’s taxable income as provided
in §3.7(d), and such amount is to be
subject to interest to the extent pro-
vided for in §3.7(e). In the case of with-
drawals to which this subparagraph ap-
plies, the adjusted basis of the property
in the hands of the party is the ad-
justed basis on the date of deposit, in-
creased or decreased by the adjust-
ments made to such property while
held in the fund, and in determining
the period for which the party has held
the property there shall be included, in
addition to the period the fund held the
property, the period for which the
party held the property before the date
of deposit of the property into the
fund. For rules relating to the basis
and holding period of property pur-
chased by the fund (including deposited
property considered under subpara-
graph (1)(ii) of this paragraph as pur-
chased by the fund) and withdrawn in a
nonqualified withdrawal see §3.7(f).
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(5) Examples. The provisions of this
paragraph are illustrated by the fol-
lowing examples:

Example (1). X Corporation, which uses the
calendar year as its taxable year, maintains
a fund described in §3.1. X’s taxable income
(determined without regard to section 607 of
the Act) is $100,000, of which $80,000 is taxable
income attributable to the operation of
agreement vessels (as determined under
paragraph (b)(1) of this section). Under the
agreement, X is required to deposit into the
fund all earnings and gains received from the
investment or reinvestment of amounts held
in the fund, an amount equal to the net pro-
ceeds from transactions referred to in §3.2(c),
and an amount equal to 50 percent of its
earnings attributable to the operation of
agreement vessels provided that such 50 per-
cent does not exceed X’s taxable income
from all sources for the year of deposit. The
agreement permits X to make voluntary de-
posits of amounts equal to 100 percent of its
earnings attributable to the operation of
agreement vessels, subject to the limitation
with respect to taxable income from all
sources. The agreement also provides that
deposits attributable to such earnings may
be in the form of cash or other property. On
March 15, 1973, X deposits, with respect to its
1972 earnings attributable to the operation of
agreement vessels, stock with a fair market
value at the time of deposit of $80,000 and an
adjusted basis to X of $10,000. Such deposit
represents agreement vessel income of
$80,000. At the time of deposit, such stock
had been held by X for a period exceeding 6
months. X does not elect under subparagraph
(2) of this paragraph to defer recognition of
the gain. Accordingly, under subparagraph
(1)(iii) of this paragraph, the deposit is treat-
ed as a deposit of $80,000 and X realizes a
long-term capital gain of $70,000 on March 15,
1973.

Example (2). The facts are the same as in
example (1), except that X elects in accord-
ance with subparagraph (2) of this paragraph
not to treat the deposit as a sale or ex-
change. On July 1, 1974, the fund sells the
stock for $85,000. The basis to the fund of the
stock is $80,000 (see subparagraph (1)(ii) (a) of
this paragraph). With respect to nonfund
property, X recognizes $70,000 of long-term
capital gain on the sale includible in its
gross income for 1974. With respect to fund
property, X realizes $5,000 of long-term cap-
ital gain (the difference between the amount
received by the fund on the sale of the stock,
$85,000, and the basis to the fund of the
stock, $80,000), an amount equal to which is
required to be deposited into the fund with
respect to 1974, as a gain from the invest-
ment or reinvestment of amounts held in the
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fund. Since the fund held the stock for a pe-
riod exceeding 6 months, the $5,000 is allo-
cated to the fund’s capital gain account
under §3.4(c).

Example (3). The facts are the same as in
example (2), except that the fund sells the
stock on July 1, 1974, for $75,000. As the basis
to the fund of the stock is $80,000, with re-
spect to fund property, X realizes a long-
term capital loss on the sale (the difference
between the amount received by the fund on
the sale of the stock, $75,000, and the basis to
the fund of the stock, $80,000), of $5,000, an
amount equal to which is required to be
charged against the fund’s capital gain ac-
count under §3.4(e). Under subparagraph (2)
of this paragraph, X recognizes $70,000 of
long-term capital gain with respect to
nonfund property on the sale which is includ-
ible in its gross income for 1974.

Example (4). The facts are the same as in
example (2), except that on July 1, 1974, X
makes a qualified withdrawal (as defined in
§3.5(a)) of the stock and uses it to pay in-
debtedness pursuant to §3.5(b). On the dis-
position by X considered to occur under sub-
paragraph (3) of this paragraph on the quali-
fied withdrawal, X recognizes $70,000 of long-
term capital gain with respect to nonfund
property, which is includible in its gross in-
come for 1974, and a long-term capital gain of
$5,000 with respect to fund property, an
amount equal to which is allocated to the
fund’s capital gain account under §3.4(c). The
fund is treated as having a qualified with-
drawal of an amount equal to the fair mar-
ket value of the stock on the day of with-
drawal, $85,000 (see subparagraph (3) of this
paragraph). In addition, $85,000 is applied
against the various accounts in the order
provided in §3.6(b). The basis of the vessel
with respect to which the indebtedness was
incurred is to be reduced as provided in
§3.6(c).

Example (5). The facts are the same as in
example (2), except that X withdraws the
stock from the fund in a nonqualified with-
drawal (as defined in §3.7(b)). Under subpara-
graph (4) of this paragraph, X recognizes no
gain or loss with respect to fund or nonfund
property on such withdrawal. An amount
equal to the basis of the stock to the fund
($80,000) is applied against the various ac-
counts in the order provided in §3.7(c), and is
taken into account in computing X’s taxable
income for 1974 as provided in §3.7(d). In ad-
dition, X must pay interest on the with-
drawal as provided in §3.7(e). The basis to X
of the stock is $10,000 notwithstanding the
fact that the fair market value of such stock
was $85,000 on the day of withdrawal (see sub-
paragraph (4) of this paragraph).

§3.3 Nontaxability of deposits.

(@) In general. Section 607(d) of the
Act sets forth the rules concerning the
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income tax effects of deposits made
with respect to ceilings described in
section 607(b) and §3.2. The specific
treatment of deposits with respect to
each of the subceilings is set forth in
paragraph (b) of this section.

(b) Treatment of deposits—(1) Earnings
of agreement vessels. Section 607(d)(1)(A)
of the Act provides that taxable in-
come of the party (determined without
regard to section 607 of the Act) shall
be reduced by an amount equal to the
amount deposited for the taxable year
out of amounts referred to in section
607(b)(1)(A) of the Act and §3.2(a)(1)(i).
For computation of the foreign tax
credit, see paragraph (i) of this section.

(2) Net proceeds from agreement vessels
and fund earnings. (i)(a) Section
607(d)(1)(B) provides that gain from a
transaction referred to in section
607(b)(1)(C) of the Act and §3.2(a)(1)(iii)
(relating to ceilings on deposits of net
proceeds from the sale or other disposi-
tion of agreement vessels) is not to be
taken into account for purposes of the
Code if an amount equal to the net pro-
ceeds from transactions referred to in
such sections is deposited in the fund.
Such gain is to be excluded from gross
income of the party for the taxable
year to which such deposit relates.
Thus, the gain will not be taken into
account in applying section 1231 of the
Code for the year to which the deposit
relates.

(b) [Reserved]

(if)(a) Section 607(d)(1)(C) of the Act
provides that the earnings (including
gains and losses) from the investment
and reinvestment of amounts held in
the fund and referred to in section
607(b)(1)(D) of the Act and §3.2(a)(1)(iv)
shall not be taken into account for pur-
poses of the Code if an amount equal to
such earnings is deposited into the
fund. Such earnings are to be excluded
from the gross income of the party for
the taxable year to which such deposit
relates.

(b) However, for purposes of the basis
adjustment under section 1232(a)(3)(E)
of the Code, the ratable monthly por-
tion of original issue discount included
in gross income shall be determined
without regard to section 607(d)(1)(C) of
the Act.

(iii) In determining the tax liability
of a party to whom subparagraph (1) of
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this paragraph applies, taxable income,
determined after application of sub-
paragraph (1) of this paragraph, is in
effect reduced by the portion of depos-
its which represent gain or earnings re-
spectively referred to in subdivision (i)
or (ii) of this subparagraph. The excess,
if any, of such portion over taxable in-
come determined after application of
subparagraph (1) of this paragraph is
taken into account in computing the
net operating loss (under section 172 of
the Code) for the taxable year to which
such deposits relate.

(3) Time for making deposits. (i) This
section applies with respect to an
amount only if such amount is depos-
ited in the fund pursuant to the agree-
ment and not later than the time pro-
vided in subdivision (ii), (iii), or (iv) of
this subparagraph for the making of
such deposit or the date the Secretary
of Commerce provides, whichever is
earlier.

(ii) Except as provided in subdivision
(iii) or (iv) of this subparagraph, a de-
posit may be made not later than the
last day prescribed by law (including
extensions thereof) for filing the par-
ty’s Federal income tax return for the
taxable year to which such deposit re-
lates.

(iii) If the party is a subsidized oper-
ator under an operating-differential
subsidy contract, and does not receive
on or before the 59th day preceding
such last day, payment of all or part of
the accrued operating-differential sub-
sidy payable for the taxable year, the
party may deposit an amount equiva-
lent to the unpaid accrued operating-
differential subsidy on or before the
60th day after receipt of payment of
the accrued operating-differential sub-
sidy.

(iv) A deposit pursuant to §3.2(a)(3)(i)
(relating to underdeposits caused by
audit adjustments) must be made on or
before the date prescribed for such a
deposit in §3.2(a)(4).

(4) Date of deposits. (i) Except as oth-
erwise provided in subdivisions (ii) and
(iii) of this subparagraph (with respect
to taxable years beginning after De-
cember 31, 1969, and prior to January 1,
1972), in §3.2(a)(2)(i), or in §3.10(b), de-
posits made in a fund within the time
specified in subparagraph (3) of this
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paragraph are deemed to have been
made on the date of actual deposit.

(ii)(a) For taxable years beginning
after December 31, 1969, and prior to
January 1, 1971, where an application
for a fund is filed by a taxpayer prior
to January 1, 1972, and an agreement is
executed and entered into by the tax-
payer prior to March I, 1972,

(b) For taxable years beginning after
December 31, 1970, and prior to January
1, 1972, where an application for a fund
is filed by a taxpayer prior to January
1, 1973, and an agreement is executed
and entered into by the taxpayer prior
to March I, 1973, and

(c) For taxable years beginning after
December 31, 1971, and prior to January
1, 1975, where an agreement is executed
and entered into by the taxpayer on or
prior to the due date, with extensions,
for the filing of his Federal income tax
return for such taxable year,

deposits in a fund which are made
within 60 days after the date of execu-
tion of the agreement, or on or before
the due date, with extensions thereof,
for the filing of his Federal income tax
return for such taxable year or years,
whichever date shall be later, shall be
deemed to have been made on the date
of the actual deposit or as of the close
of business of the last regular business
day of each such taxable year or years
to which such deposits relate, which-
ever day is earlier.

(iii) Notwithstanding subdivision (ii)
of this subparagraph, for taxable years
beginning after December 31, 1970, and
ending prior to January 1, 1972, depos-
its made later than the last date per-
mitted under subdivision (ii) but on or
before January 9, 1973, in a fund pursu-
ant to an agreement with the Sec-
retary of Commerce, acting by and
through the Administrator of the Na-
tional Oceanic and Atmospheric Ad-
ministration, shall be deemed to have
been made on the date of the actual de-
posit or as of the close of business of
the last regular business day of such
taxable year, whichever is earlier.

(c) Determination of earnings and prof-
its. [Reserved]

(d) Accumulated earnings tax. As pro-
vided in section 607(d)(1)(E) of the Act
amounts, while held in the fund, are
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not to be taken into account in com-
puting the ‘“‘accumulated taxable in-
come”’ of the party within the meaning
of section 531 of the Code. Amounts
while held in the fund are considered
held for the purpose of acquiring, con-
structing, or reconstructing a qualified
vessel or barges and containers which
are part of the complement of a quali-
fied vessel or the payment of the prin-
cipal on indebtedness incurred in con-
nection with any such acquisition, con-
struction, or reconstruction. Thus, for
example, if the reasonable needs of the
business (within the meaning of section
537 of the Code) justify a greater
amount of accumulation for providing
replacement vessels than can be satis-
fied out of the fund, such greater
amount accumulated outside of the
fund shall be considered to be accumu-
lated for the reasonable needs of the
business. For a further example, al-
though amounts in the fund are not
taken into account in applying the tax
imposed by section 531 of the Code, to
the extent there are amounts in a fund
to provide for replacing a vessel,
amounts accumulated outside of the
fund to replace the same vessel are not
considered to be accumulated for the
reasonable needs of the business.

(e) Nonapplicability of section 1231. If
an amount equivalent to gain from a
transaction referred to in section
607(b)(1)(C) of the Act and §3.2(c) (1)
and (5) is deposited into the fund and,
therefore, such gain is not taken into
account in computing gross income
under the provisions of paragraph (b)(2)
of this section, then such gain will not
be taken into account for purposes of
the computations under section 1231 of
the Code.

(f) Deposits of capital gains. In respect
of capital gains which are not included
in the gross income of the party by vir-
tue of a deposit to which section 607(d)
of the Act and this section apply, the
following provisions of the Code do not
apply: the minimum tax for tax pref-
erences imposed by section 56 of the
Code; the alternative tax imposed by
section 1201 of the Code on the excess
of the party’s net long-term capital
gain over his net short-term capital
loss; and, in the case of a taxpayer
other than a corporation, the deduc-
tion provided by section 1202 of the
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Code of 50% of the amount of such ex-
cess. However, section 56 may apply
upon a nonqualified withdrawal with
respect to amounts treated under
§3.7(d)(2) as being made out of the cap-
ital gain account.

(g) Deposits of dividends. The deduc-
tions provided by section 243 of the
Code (relating to the deductions for
dividends from a domestic corporation
received by a corporation) shall not
apply in respect of dividends (earned on
assets held in the fund) which are de-
posited into a fund, and which, by vir-
tue of such deposits and the provisions
of section 607(d) of the Act and this sec-
tion, are not included in the gross in-
come of the party.

(h) Presumption of validity of deposit.
All amounts deposited in the fund shall
be presumed to have been deposited
pursuant to an agreement unless, after
an examination of the facts upon the
request of the Commissioner of Inter-
nal Revenue or his delegate, the Sec-
retary of Commerce determines other-
wise. The Commissioner or his delegate
will request such a determination
where there is a substantial question
as to whether a deposit is made in ac-
cordance with an agreement.

(i) Special rules for application of the
foreign tax credit—(1) In general. For
purposes of computing the limitation
under section 904 of the Code on the
amount of the credit provided by sec-
tion 901 of the Code (relating to the for-
eign tax credit), the party’s taxable in-
come from any source without the
United States and the party’s entire
taxable income are to be determined
after application of section 607(d) of
the Act. Thus, amounts deposited for
the taxable year with respect to
amounts referred to in section
607(b)(1)(A) of the Act and §3.2(a)(1)(i)
(relating to taxable income attrib-
utable to the operation of agreement
vessels) shall be treated as a deduction
in arriving at the party’s taxable in-
come from sources without the United
States (subject to the apportionment
rules and subparagraph (2) of this para-
graph) and the party’s entire taxable
income for the taxable year. Amounts
deposited with respect to gain de-
scribed in section 607(d)(1)(B) of the Act
and §3.2(c) (relating to net proceeds
from the sale or other disposition of an
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agreement vessel and net proceeds
from insurance or indemnity) and
amounts deposited with respect to
earnings described in section
607(d)(1)(C) of the Act and paragraph
(b)(2)(ii) (relating to earnings from the
investment and reinvestment of
amounts held in a fund) of this section
are not taken into account for purposes
of the Code and hence are not included
in the party’s taxable income from
sources without the United States or in
the party’s entire taxable income for
purposes of this paragraph.

(2) Apportionment of taxable income at-
tributable to agreement vessels. For pur-
poses of computing the overall limita-
tion under section 904(a)(2) of the Code
the amount of the deposit made with
respect to taxable income attributable
to agreement vessels pursuant to
§3.2(a)(1)(i) which is allocable to
sources without the United States is
the total amount of such deposit multi-
plied by a fraction the numerator of
which is the gross income from sources
without the United States from the op-
eration of agreement vessels and the
denominator of which is the total gross
income from the operation of agree-
ment vessels computed as provided in
§3.2(b)(2). For purposes of this para-
graph, gross income from sources with-
out the United States attributable to
the operation of agreement vessels is
to be determined under sections 861
through 863 of the Code and under the
taxpayer’s usual method of accounting
provided such method is reasonable and
in keeping with sound accounting prac-
tice. Any computation under the per-
country limitation of section 904(a)(1)
shall be made in the manner consistent
with the provisions of the preceding
sentences of this subparagraph.

§3.4 Establishment of accounts.

(a) In general. Section 607(e)(1) of the
Act requires that three bookkeeping or
memorandum accounts are to be estab-
lished and maintained within the fund:
the capital account, the capital gain
account, and the ordinary income ac-
count. Deposits of the amounts under
the subceilings in section 607(b) of the
Act and 8§3.2 are allocated among the
accounts under section 607(e) of the Act
and this section.
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(b) Capital account. The capital ac-
count shall consist of:

(1) Amounts referred to in section
607(b)(1)(B) of the Act and §3.2(a)(1)(ii)
(relating to deposits for depreciation),

(2) Amounts referred to in section
607(b)(1)(C) of the Act and §3.2(a)(1)(iii)
(relating to deposits of net proceeds
from the sale or other disposition of
agreement vessels) other than that por-
tion thereof which represents gain not
taken into account for purposes of
computing gross income by reason of
section 607(d)(1)(B) of the Act and
§3.3(b)(2) (relating to nontaxability of
gain from the sale or other disposition
of an agreement vessel),

(3) Amounts representing 85 percent
of any dividend received by the fund
with respect to which the party would,
but for section 607(d)(1)(C) of the Act
and §3.3(b)(2)(ii) (relating to nontax-
ability of deposits of earnings from in-
vestment and reinvestment of amounts
held in a fund), be allowed a deduction
under section 243 of the Code, and

(4) Amounts received by the fund rep-
resenting interest income which is ex-
empt from taxation under section 103
of the Code.

(c) Capital gain account. The capital
gain account shall consist of amounts
which represent the excess of (1) depos-
its of long-term capital gains on prop-
erty referred to in section 607(b)(1) (C)
and (D) of the Act and §3.2(a)(1) (iii)
and (iv) (relating respectively to cer-
tain agreement vessels and fund as-
sets), over (2) amounts representing
losses from the sale or exchange of as-
sets held in the fund for more than 6
months (for purposes of this section re-
ferred to as ‘“‘long-term capital
losses’). For purposes of this para-
graph and paragraph (d)(2) of this sec-
tion, an agreement vessel disposed of
at a gain shall be treated as a capital
asset to the extent that gain thereon is
not treated as ordinary income, includ-
ing gain which is ordinary income
under section 607(g)(5) of the Act (relat-
ing to treatment of gain on disposition
of a vessel with a reduced basis) and
§3.6(e) or under section 1245 of the Code
(relating to gain from disposition of
certain depreciable property). For pro-
visions relating to the treatment of
short-term capital gains on certain



§3.5

transactions involving agreement ves-
sels or realized by the fund, see para-
graph (d) of this section. For rules re-
lating to the treatment of capital
losses on assets held in the fund, see
paragraph (e) of this section.

(d) Ordinary income account. The ordi-
nary income account shall consist of:

(1) Amounts referred to in section
607(b)(1)(A) of the Act and §3.2(a)(1)(i)
(relating to taxable income attrib-
utable to the operation of an agree-
ment vessel),

(2) Amounts representing (i) deposits
of gains from the sale or exchange of
capital assets held for 6 months or less
(for purposes of this section referred to
as ‘‘short-term capital gains’) referred
to in section 607(b)(1) (C) or (D) of the
Act and §3.2(a)(1) (iii) and (iv) (relating
respectively to certain agreement ves-
sels and fund assets), reduced by (ii)
amounts representing losses from the
sale or exchange of capital assets held
in the fund for 6 months or less (for
purposes of this section referred to as
““short-term capital losses’). For rules
relating to the treatment of certain
agreement vessels as capital assets, see
paragraph (c) of this section,

(3) Amounts representing interest
(not including any tax-exempt interest
referred to in section 607(e)(2)(D) of the
Act and paragraph (b)(4) of this sec-
tion) and other ordinary income re-
ceived on assets held in the fund (not
including any dividend referred to in
section 607(e)(2)(C) of the Act and sub-
paragraph (5) of this paragraph),

(4) Amounts representing ordinary
income from a transaction (involving
certain net proceeds with respect to an
agreement vessel) described in section
607(b)(1)(C) of the Act and §3.2(a)(1)(iii),
including gain which is ordinary in-
come under section 607(g)(5) of the Act
and §3.6(e) (relating to treatment of
gain on the disposition of a vessel with
a reduced basis) or under section 1245 of
the Code (relating to gain from disposi-
tion of certain depreciable property),
and

(5) Fifteen percent of any dividend
referred to in section 607(e)(2)(C) of the
Act and paragraph (b)(3) of this section
received on any assets held in the fund.

(e) Limitation on deduction for capital
losses on assets held in a fund. Except on
termination of a fund, long-term (and
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short-term) capital losses on assets
held in the fund shall be allowed only
as an offset to long-term (and short-
term) capital gains on assets held in
the fund, but only if such gains are de-
posited into the fund, and shall not be
allowed as an offset to any capital
gains on assets not held in the fund.
The net long-term capital loss of the
fund for the taxable year shall reduce
the earliest long-term capital gains in
the capital gain account at the begin-
ning of the taxable year and the net
short-term capital loss for the taxable
year shall reduce the earliest short-
term capital gains remaining in the or-
dinary income account at the begin-
ning of the taxable year. Any such
losses that are in excess of the capital
gains in the respective accounts shall
reduce capital gains deposited into the
respective accounts in subsequent
years (without regard to section 1212,
relating to capital loss carrybacks and
carryovers). On termination of a fund,
any net long-term capital loss in the
capital gain account and any net short-
term capital loss remaining in the or-
dinary income account is to be taken
into account for purposes of computing
the party’s taxable income for the year
of termination as a long-term or short-
term (as the case may be) capital loss
recognized in the year the fund is ter-
minated. With respect to the deter-
mination of the basis to a fund of as-
sets held in such fund, see §3.2(g).

[T.D. 7398, 41 FR 5812, Feb. 10, 1976, as amend-
ed by T.D. 7831, 47 FR 39675, Sept. 9, 1982]

§3.5 Qualified withdrawals.

(@) In general. (1) A qualified with-
drawal is one made from the fund dur-
ing the taxable year which is in accord-
ance with section 607(f)(1) of the Act,
the agreement, and with regulations
prescribed by the Secretary of Com-
merce and which is for the acquisition,
construction, or reconstruction of a
qualified vessel (as defined in
§3.11(a)(2)) or barges and containers
which are part of the complement of a
qualified vessel (or shares in such ves-
sels, barges, and containers), or for the
payment of the principal of indebted-
ness incurred in connection with the
acquisition, construction, or recon-
struction of such qualified vessel (or a
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barge or container which is part of the
complement of a qualified vessel).

(2) For purposes of this section the
term share is used to reflect an interest
in a vessel and means a proprietary in-
terest in a vessel such as, for example,
that which results from joint owner-
ship. Accordingly, a share within the
meaning of §3.2(f) (relating to the defi-
nition of ‘“‘agreement vessel’” for the
purpose of making deposits) will not
necessarily be sufficient to be treated
as a share within the meaning of this
section.

(3) For purposes of this section, the
term acquisition means any of the fol-
lowing:

(i) Any acquisition, but only to the
extent the basis of the property ac-
quired in the hands of the transferee is
its cost. Thus, for example, if a party
transfers a vessel and $1 million in an
exchange for another vessel which
qualifies for nonrecognition of gain or
loss under section 1031 (a) of the Code
(relating to like-kind exchange), there
is an acquisition to the extent of $1
million.

(ii) With respect to a lessee’s interest
in a vessel, expenditures which result
in increasing the amounts with respect
to which a deduction for depreciation
(or amortization in lieu thereof) is al-
lowable.

(b) Payments on indebtedness. Pay-
ments on indebtedness may constitute
qualified withdrawals only if the party
shows to the satisfaction of the Sec-
retary of Commerce a direct connec-
tion between incurring the indebted-
ness and the acquisition, construction,
or reconstruction of a qualified vessel
or its complement of barges and con-
tainers whether or not the indebted-
ness is secured by the vessel or its com-
plement of barges and containers. The
fact that an indebtedness is secured by
an interest in a qualified vessel, barge,
or container is insufficient by itself to
demonstrate the necessary connection.

(c) Payments to related persons. Not-
withstanding paragraph (a) of this sec-
tion, payments from a fund to a person
owned or controlled directly or indi-
rectly by the same interests as the
party within the meaning of section 482
of the Code and the regulations there-
under are not to be treated as qualified
withdrawals unless the party dem-
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onstrates to the satisfaction of the
Secretary of Commerce that no part of
such payment constitutes a dividend, a
return of capital, or a contribution to
capital under the Code.

(d) Treatment of fund upon failure to
fulfill obligations. Section 607(f)(2) of the
Act provides that if the Secretary of
Commerce determines that any sub-
stantial obligation under the agree-
ment is not being fulfilled, he may,
after notice and opportunity for hear-
ing to the party, treat the entire fund,
or any portion thereof, as having been
withdrawn as a nonqualified with-
drawal. In determining whether a party
has breached a substantial obligation
under the agreement, the Secretary
will consider among other things, (1)
the effect of the party’s action or omis-
sion upon his ability to carry out the
purposes of the fund and for which
qualified withdrawals are permitted
under section 607(f)(1) of the Act, and
(2) whether the party has made mate-
rial misrepresentations in connection
with the agreement or has failed to dis-
close material information. For the in-
come tax treatment of nonqualified
withdrawals, see §3.7.

§3.6 Tax treatment of qualified with-
drawals.

(@) In general. Section 607(g) of the
Act and this section provide rules for
the income tax treatment of qualified
withdrawals including the income tax
treatment on the disposition of assets
acquired with fund amounts.

(b) Order of application of qualified
withdrawals against accounts. A quali-
fied withdrawal from a fund shall be
treated as being made: First, out of the
capital account; second, out of the cap-
ital gain account; and third, out of the
ordinary income account. Such with-
drawals will reduce the balance within
a particular account on a first-in-first-
out basis, the earliest qualified with-
drawals reducing the items within an
account in the order in which they
were actually deposited or deemed de-
posited in accordance with this part.
The date funds are actually withdrawn
from the fund determines the time at
which withdrawals are considered to be
made.

(c) Reduction of basis. (1) If any por-
tion of a qualified withdrawal for the
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acquisition, construction, or recon-
struction of a vessel, barge, or con-
tainer (or share therein) is made out of
the ordinary income account, the basis
of such vessel, barge, or container (or
share therein) shall be reduced by an
amount equal to such portion.

(2) If any portion of a qualified with-
drawal for the acquisition, construc-
tion, or reconstruction of a vessel,
barge, or container (or share therein) is
made out of the capital gain account,
the basis of such vessel, barge, or con-
tainer (or share therein) shall be re-
duced by an amount equal to—

(i) Five-eighths of such portion, in
the case of a corporation (other than
an electing small business corporation,
as defined in section 1371 of the Code),
or

(ii) One-half of such portion, in the
case of any other person.

(3) If any portion of a qualified with-
drawal to pay the principal of an in-
debtedness is made out of the ordinary
income account or the capital gain ac-
count, then the basis of the vessel,
barge, or container (or share therein)
with respect to which such indebted-
ness was incurred is reduced in the
manner provided by subparagraphs (1)
and (2) of this paragraph. If the aggre-
gate amount of such withdrawal from
the ordinary income account and cap-
ital gain account would cause a basis
reduction in excess of the party’s basis
in such vessel, barge, or container (or
share therein), the excess is applied
against the basis of other vessels,
barges, or containers (or shares there-
in) owned by the party at the time of
withdrawal in the following order: (i)
vessels, barges, or containers (or shares
therein) which were the subject of
qualified withdrawals in the order in
which they were acquired, constructed,
or reconstructed; (ii) agreement vessels
(as defined in section 607(k)(3) of the
Act and §3.11(a)(3)) and barges and con-
tainers which are part of the com-
plement of an agreement vessel (or
shares therein) which were not the sub-
ject of qualified withdrawals, in the
order in which such vessels, barges, or
containers (or shares therein) were ac-
quired by the party; and (iii) other ves-
sels, barges, and containers (or shares
therein), in the order in which they
were acquired by the party. Any
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amount of a withdrawal remaining
after the application of this subpara-
graph is to be treated as a nonqualified
withdrawal. If the indebtedness was in-
curred to acquire two or more vessels,
barges, or containers (or shares there-
in), then the basis reduction in such
vessels, barges, or containers (or shares
therein) is to be made pro rata in pro-
portion to the adjusted basis of such
vessels, barges, or containers (or shares
therein) computed, however, without
regard to this section and adjustments
under section 1016(a) (2) and (3) of the
Code for depreciation or amortization.

(d) Basis for depreciation. For purposes
of determining the allowance for depre-
ciation under section 167 of the Code in
respect of any property which has been
acquired, constructed, or reconstructed
from qualified withdrawals, the ad-
justed basis for determining gain on
such property is determined after ap-
plying paragraph (c) of this section. In
the case of reductions in the basis of
any property resulting from the appli-
cation of paragraph (c)(3) of this sec-
tion, the party may adopt a method of
accounting whereby (1) payments shall
reduce the basis of the property on the
day such payments are actually made,
or (2) payments made at any time dur-
ing the first half of the party’s taxable
year shall reduce the basis of the prop-
erty on the first day of the taxable
year, and payments made at any time
during the second half of the party’s
taxable year shall reduce the basis of
the property on the first day of the
succeeding taxable year. For require-
ments respecting the change of meth-
ods of accounting, see §1.446-1(e)(3) of
the Income Tax Regulations of this
chapter.

(e) Ordinary income treatment of gain
from disposition of property acquired with
qualified withdrawals. [Reserved]

§38.7 Tax treatment of nonqualified
withdrawals.

(@) In general. Section 607(h) of the
Act provides rules for the tax treat-
ment of nonqualified withdrawals, in-
cluding rules for adjustments to the
various accounts of the fund, the inclu-
sion of amounts in income, and the
payment of interest with respect to
such amounts.
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(b) Nongqualified withdrawals defined.
Except as provided in section 607 of the
Act and §3.8 (relating to certain cor-
porate reorganizations, changes in
partnerships, and transfers by reason
of death), any withdrawal from a fund
which is not a qualified withdrawal
shall be treated as a nonqualified with-
drawal which is subject to tax in ac-
cordance with section 607(h) of the Act
and the provisions of this section. Ex-
amples of nonqualified withdrawals are
amounts remaining in a fund upon ter-
mination of the fund, and withdrawals
which are treated as nonqualified with-
drawals under section 607(f)(2) of the
Act and §3.5(d) (relating to failure by a
party to fulfill substantial obligation
under agreement) or under the second
sentence of section 607(g)(4) of the Act
and §3.6(c)(3) (relating to payments
against indebtedness iIn excess of
basis).

(c) Order of application of nonqualified
withdrawals against deposits. A non-
qualified withdrawal from a fund shall
be treated as being made: first, out of
the ordinary income account; second,
out of the capital gain account; and
third, out of the capital account. Such
withdrawals will reduce the balance
within a particular account on a first-
in-first-out basis, the earliest non-
qualified withdrawals reducing the
items within an account in the order in
which they were actually deposited or
deemed deposited in accordance with
this part. Nonqualified withdrawals for
research, development, and design ex-
penses incident to new and advanced
ship design, machinery, and equipment,
and any amount treated as a non-
qualified withdrawal under the second
sentence of section 607(g)(4) of the Act
and §3.6(c)(3), shall be applied against
the deposits within a particular ac-
count on a last-in-first-out basis. The
date funds are actually withdrawn
from the fund determines the time at
which withdrawals are considered to be
made. For special rules concerning the
withdrawal of contingent deposits of
net proceeds from the installment sale
of an agreement vessel, see §3.2(c)(6).

(d) Inclusion in income. (1) Any por-
tion of a nonqualified withdrawal
which, under paragraph (c) of this sec-
tion, is treated as being made out of
the ordinary income account is to be

39

§3.7

included in gross income as an item of
ordinary income for the taxable year in
which the withdrawal is made.

(2) Any portion of a nonqualified
withdrawal which, under paragraph (c)
of this section, is treated as being
made out of the capital gain account is
to be included in income as an item of
long-term capital gain recognized dur-
ing the taxable year in which the with-
drawal is made.

(3) For effect upon a party’s taxable
income of capital losses remaining in a
fund upon the termination of a fund
(which, under paragraph (b) of this sec-
tion, is treated as a nonqualified with-
drawal of amounts remaining in the
fund), see §3.4(e).

(e) Interest. (1) For the period on or
before the last date prescribed by law,
including extensions thereof, for filing
the party’s Federal income tax return
for the taxable year during which a
nonqualified withdrawal is made, no in-
terest shall be payable under section
6601 of the Code in respect of the tax on
any item which is included in gross in-
come under paragraph (d) of this sec-
tion, and no addition to such tax for
such period shall be payable under sec-
tion 6651 of the Code. In lieu of the in-
terest and additions to tax under such
sections, simple interest on the
amount of the tax attributable to any
item included in gross income under
paragraph (d) of this section is to be
paid at the rate of interest determined
for the year of withdrawal under sub-
paragraph (2) of this paragraph. Such
interest is to be charged for the period
from the last date prescribed for pay-
ment of tax for the taxable year for
which such item was deposited in the
fund to the last date for payment of
tax for the taxable year in which the
withdrawal is made. Both dates are to
be determined without regard to any
extensions of time for payment. Inter-
est determined under this paragraph
which is paid within the taxable year
shall be allowed as a deduction for such
year under section 163 of the Code.
However, such interest is to be treated
as part of the party’s tax for the year
of withdrawal for purposes of collection
and in determining any interest or ad-
ditions to tax for the year of with-
drawal under section 6601 or 6651, re-
spectively, of the Code.
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2 For purposes of section
607(h)(3)(C)(ii) of the Act, and for pur-
poses of certain dispositions of vessels
constructed, reconstructed, or acquired
with qualified withdrawals described in
§3.6(e), the applicable rate of interest
for any nonqualified withdrawal—

(i) Made in a taxable year beginning
in 1970 and 1971 is 8 percent.

(ii) Made in a taxable year beginning
after 1971, the rate for such year as de-
termined and published jointly by the
Secretary of the Treasury or his dele-
gate and the Secretary of Commerce.
Such rate shall bear a relationship to 8
percent which the Secretaries deter-
mine to be comparable to the relation-
ship which the money rates and invest-
ment yields for the calendar year im-
mediately preceding the beginning of
the taxable year bear to the money
rates and investment yields for the cal-
endar year 1970. The determination of
the applicable rate for any such tax-
able year will be computed by multi-
plying 8 percent by the ratio which (a)
the average yield on 5-year Treasury
securities for the calendar year imme-
diately preceding the beginning of such
taxable year, bears to (b) the average
yield on 5-year Treasury securities for
the calendar year 1970. The applicable
rate so determined shall be computed
to the nearest one-hundredth of 1 per-
cent. If such a determination and pub-
lication is made, the latest published
percentage shall apply for any taxable
year beginning in the calendar year
with respect to which publication is
made.

(3) No interest shall be payable in re-
spect of taxes on amounts referred to
in section 607(h)(2) (i) and (ii) of the
Act (relating to withdrawals for re-
search and development and payments
against indebtedness in excess of basis)
or in the case of any nonqualified with-
drawal arising from the application of
the recapture provision of section 606(5)
of the Merchant Marine Act, 1936, as in
effect on December 31, 1969.

(f) Basis and holding period in the case
of property purchased by the fund or con-
sidered purchased by the fund. In the
case of a nonqualified withdrawal of
property other than money which was
purchased by the fund (including depos-
ited property considered under
§3.2(g)(1)(ii) as purchased by the fund),
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the adjusted basis of the property in
the hands of the party is its adjusted
basis to the fund on the day of the
withdrawal. In determining the period
for which the taxpayer has held the
property withdrawn in a nonqualified
withdrawal, there shall be included
only the period beginning with the date
on which the withdrawal occurred. For
basis and holding period in the case of
nonqualified withdrawals of property
other than money deposited into the
fund, see §3.2(g)(4).

§3.8 Certain corporate reorganiza-
tions and changes in partnerships,
and certain transfers on death. [Re-
served]

§3.9 Consolidated returns. [Reserved]

§3.10 Transitional rules for existing
funds.

(@) In general. Section 607(j) of the
Act provides that any person who was
maintaining a fund or funds under sec-
tion 607 of the Merchant Marine Act,
1936, prior to its amendment by the
Merchant Marine Act of 1970 (for pur-
poses of this part referred to as ‘“‘old
fund’’) may continue to maintain such
old fund in the same manner as under
prior law subject to the limitations
contained in section 607(J) of the Act.
Thus, a party may not simultaneously
maintain such old fund and a new fund
established under the Act.

(b) Extension of agreement to new fund.
If a person enters into an agreement
under the Act to establish a new fund,
he may agree to the extension of such
agreement to some or all of the
amounts in the old fund and transfer
the amounts in the old fund to which
the agreement is to apply from the old
fund to the new fund. If an agreement
to establish a new fund is extended to
amounts from an old fund, each item in
the old fund to which such agreement
applies shall be considered to be trans-
ferred to the appropriate account in
the manner provided for in §3.8(d) in
the new fund in a nontaxable trans-
action which is in accordance with the
provisions of the agreement under
which such old fund was maintained.
For purposes of determining the
amount of interest under section
607(h)(3)(C) of the Act and §3.7(e), the
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date of deposit of any item so trans-
ferred shall be deemed to be July 1,
1971, or the date of the deposit in the
old fund, whichever is the later.

§3.11 Definitions.

(a) As used in the regulations in this
part and as defined in section 607(k) of
the Act—

(1) The term eligible vessel means any
vessel—

(i) Constructed in the United States,
and if reconstructed, reconstructed in
the United States,

(if) Documented under the laws of the
United States, and

(iii) Operated in the foreign or do-
mestic commerce of the United States
or in the fisheries of the United States.
Any vessel which was constructed out-
side of the United States but docu-
mented under the laws of the United
States on April 15, 1970, or constructed
outside the United States for use in the
U.S. foreign trade pursuant to a con-
tract entered into before April 15, 1970,
shall be treated as satisfying the re-
quirements of subdivision (i) of this
subparagraph and the requirements of
subparagraph (2)(i) of this section.

(2) The term qualified vessel means
any vessel—

(i) Constructed in the United States
and, if reconstructed, reconstructed in
the United States,

(ii) Documented under the laws of the
United States, and

(iii) Which the person maintaining
the fund agrees with the Secretary of
Commerce will be operated in the U.S.
foreign, Great Lakes, or noncontiguous
domestic trade or in the fisheries of the
United States.

(3) The term agreement vessel means
any eligible vessel or qualified vessel
which is subject to an agreement en-
tered into under section 607 of the Act.

(4) The term vessel includes cargo
handling equipment which the Sec-
retary of Commerce determines is in-
tended for use primarily on the vessel.
The term ‘“‘vessel’” also includes an
ocean-going towing vessel or an ocean-
going barge or comparable towing ves-
sel or barge operated in the Great
Lakes.

(b) Insofar as the computation and
collection of taxes are concerned, other
terms used in the regulations in this
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part, except as otherwise provided in
the Act or this part, have the same
meaning as in the Code and the regula-
tions thereunder.

PART 4—TEMPORARY INCOME TAX
REGULATIONS UNDER SECTION
954 OF THE INTERNAL REVENUE
CODE

Sec.

4.954-0 Introduction.

4.954-1 Foreign base company income; tax-
able years beginning after December 31,
1986.

4.954-2 Foreign personal holding company
income; taxable years beginning after
December 31, 1986.

AUTHORITY: 26 U.S.C. 7805.

Section 4.954-0 also issued under 26 U.S.C.
954 (b) and (c).

Section 4.954-1 also issued under 26 U.S.C.
954 (b) and (c).

Section 4.954-2 also issued under 26 U.S.C.
954 (b) and (c).

§4.954-0 Introduction.

(a) Effective date. (1) The provisions of
§§4.954-1 and 4.954-2 apply to taxable
years of a controlled foreign corpora-
tion beginning after December 31, 1986.
Consequently, any gain or loss (includ-
ing foreign currency gain or loss as de-
fined in section 988(b)) recognized dur-
ing such taxable years of a controlled
foreign corporation is subject to these
provisions. For further guidance, see
§1.954-0(a) of this chapter.

(2) The provisions of §§1.954A-1 and
1.954A-2 apply to taxable years of a
controlled foreign corporation begin-
ning before January 1, 1987. All ref-
erences therein to sections of the Code
are to the Internal Revenue Code of
1954 prior to the amendments made by
the Tax Reform Act of 1986.

(b) Outline of regulation provisions for
sections 954(b)(3), 954(b)(4), 954(b)(5) and
954(c) for taxable years of a controlled
foreign corporation beginning after De-
cember 31, 1986.

(1) §4.954-0 Introduction.

(a) Effective dates.

(b) Outline.

(1) §4.954-1 Foreign base company income.

(a) In general.

(1) Purpose and scope.

(2) Definition of gross foreign base com-
pany income.
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TI TLE 46, APPENDI X- - SH PPl NG
CHAPTER 27-- MERCHANT MARI NE ACT, 1936
SUBCHAPTER VI - - VESSEL OPERATI NG ASSI STANCE PROGRANS
Part A--Operating-Di fferential Subsidy Program

Sec. 1177. Capital construction fund

(a) Agreenent rules; persons eligible; replacenent, additional, or
reconstructed vessels for prescribed trade and fishery
operations; anmount of deposits, annual limtation; conditions
and requirenents for deposits and w thdrawal s

Any citizen of the United States owning or |easing one or nore
el igible vessels (as defined in subsection (k)(1) of this section) may
enter into an agreenent with the Secretary under, and as provided in,
this section to establish a capital construction fund (hereinafter in
this section referred to as the ~“fund'') with respect to any or all of
such vessels. Any agreenent entered into under this section shall be for
t he purpose of providing replacenent vessels, additional vessels, or
reconstructed vessels, built in the United States and docunented under
the laws of the United States for operation in the United States
foreign, Geat Lakes, or noncontiguous donestic trade or in the
fisheries of the United States and shall provide for the deposit in the
fund of the anpbunts agreed upon as necessary or appropriate to provide
for qualified withdrawal s under subsection (f) of this section. The
deposits in the fund, and all wthdrawals fromthe fund, whether
qualified or nonqualified, shall be subject to such conditions and
requi renents as the Secretary nmay by regul ati ons prescribe or are set
forth in such agreenent; except that the Secretary may not require any
person to deposit in the fund for any taxable year nore than 50 percent
of that portion of such person's taxable incone for such year (conputed
I n the manner provided in subsection (b)(1)(A) of this section) which is
attributable to the operation of the agreenment vessels.

(b) Ceiling on deposits; |essees; " "agreenent vessel'' defined
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(1) The anmount deposited under subsection (a) of this section in the
fund for any taxable year shall not exceed the sum of:

(A) that portion of the taxable inconme of the owner or |essee
for such year (conputed as provided in chapter 1 of the Internal
Revenue Code of 1986 [26 U.S.C. 1 et seq.] but without regard to the
carryback of any net operating |loss or net capital |oss and w t hout
regard to this section) which is attributable to the operation of
the agreenent vessels in the foreign or donestic comerce of the
United States or in the fisheries of the United States,

(B) the anmount all owable as a deduction under section 167 of the
I nternal Revenue Code of 1986 [26 U.S.C. 167] for such year with
respect to the agreenent vessels,

(O if the transaction is not taken into account for purposes of
subparagraph (A), the net proceeds (as defined in joint regulations)
from (i) the sale or other disposition of any agreenent vessel, or
(i1) insurance or indemity attributable to any agreenent vessel,
and

(D) the receipts fromthe investnent or reinvestnent of anounts
hel d in such fund.

(2) In the case of a | essee, the maxi num anount which nay be
deposited with respect to an agreenent vessel by reason of paragraph
(1)(B) for any period shall be reduced by any anount which, under an
agreenent entered into under this section, the owner is required or
permtted to deposit for such period with respect to such vessel by
reason of paragraph (1)(B).

(3) For purposes of paragraph (1), the term  "~agreenent vessel''

i ncl udes barges and containers which are part of the conplenent of such
vessel and which are provided for in the agreenent.

(c) Investnent requirenents; depositories; fiduciary requirenents;
i nterest-bearing securities; stock: percentage for donestic
| ssues, listing and registration, prudent acquisitions, value
and percentage equilibrium and treatnment of preferred issues

Amounts in any fund established under this section shall be kept in
the depository or depositories specified in the agreenent and shall be
subject to such trustee and other fiduciary requirenents as may be
specified by the Secretary. They may be invested only in interest-
bearing securities approved by the Secretary; except that, if the
Secretary consents thereto, an agreed percentage (not in excess of 60
percent) of the assets of the fund may be invested in the stock of
donmestic corporations. Such stock nmust be currently fully |isted and
regi stered on an exchange registered with the Securities and Exchange
Commi ssion as a national securities exchange, and nust be stock which
woul d be acquired by prudent nen of discretion and intelligence in such
matters who are seeking a reasonabl e i ncone and the preservation of
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their capital. If at any tinme the fair market value of the stock in the
fund is nore than the agreed percentage of the assets in the fund, any
subsequent investnent of anounts deposited in the fund, and any
subsequent withdrawal fromthe fund, shall be made in such a way as to
tend to restore the fund to a situation in which the fair market val ue
of the stock does not exceed such agreed percentage. For purposes of
this subsection, if the conmon stock of a corporation neets the

requi renents of this subsection and if the preferred stock of such
corporation would neet such requirenents but for the fact that it cannot
be listed and registered as required because it is nonvoting stock, such
preferred stock shall be treated as neeting the requirenents of this
subsecti on.

(d) Nontaxability of deposits; eligible deposits

(1) For purposes of the Internal Revenue Code of 1986- -

(A) taxable incone (determ ned wthout regard to this section
and section 7518 of such Code [26 U.S.C. 7518]) for the taxable year
shal |l be reduced by an anount equal to the anount deposited for the
t axabl e year out of amounts referred to in subsection (b)(1)(A) of
this section,

(B) gain froma transaction referred to in subsection (b)(1) (0O
of this section, shall not be taken into account if an anount equal
to the net proceeds (as defined in joint regulations) fromsuch
transaction is deposited in the fund,

(C the earnings (including gains and |osses) fromthe
I nvestnent and reinvestnent of anounts held in the fund shall not be
taken into account,

(D) the earnings and profits of any corporation (within the
nmeani ng of section 316 of such Code [26 U.S.C. 316]) shall be
determ ned without regard to this section and section 7518 of such
Code [26 U.S.C. 7518], and

(E) in applying the tax inposed by section 531 of such Code [26
U S. C 531] (relating to the accunul ated earnings tax), anounts
while held in the fund shall not be taken into account.

(2) Paragraph (1) shall apply wth respect to any anmount only if
such anount is deposited in the fund pursuant to the agreenent and not
| ater than the tine provided in joint regulations.

(e) Accounts within fund: capital account, capital gain account, and
ordinary incone account; limtation on capital | osses

For purposes of this section--
(1) Wthin the fund established pursuant to this section three
accounts shall be nmaintai ned:
(A) the capital account,
(B) the capital gain account, and
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(O the ordinary incone account.

(2) The capital account shall consist of--

(A) anounts referred to in subsection (b)(1)(B) of this section

(B) anmobunts referred to in subsection (b)(1)(C of this section
ot her than that portion thereof which represents gain not taken into
account by reason of subsection (d)(1)(B) of this section,

(© the percentage applicable under section 243(a)(1l) of the
I nternal Revenue Code of 1986 [26 U.S.C. 243(a)(1)] of any dividend
received by the fund with respect to which the person naintaining
the fund would (but for subsection (d)(1)(C of this section) be
al l owned a deduction under section 243 of the Internal Revenue Code
of 1986 [26 U.S.C. 243], and

(D) interest incone exenpt fromtaxation under section 103 of
such Code [26 U . S.C. 103].

(3) The capital gain account shall consist of--

(A) anounts representing capital gains on assets held for nore
than 6 nonths and referred to in subsection (b)(1)(C or (b)(1)(D
of this section reduced by

(B) anpbunts representing capital |osses on assets held in the
fund for nore than 6 nonths.

(4) The ordinary inconme account shall consist of--

(A) anpbunts referred to in subsection (b)(1)(A) of this section

(B)(i) anobunts representing capital gains on assets held for 6
nonths or less and referred to in subsection (b)(1)(C or (b)(1)(D)
of this section, reduced by--

(ii) anounts representing capital |osses on assets held in the
fund for 6 nonths or |ess,

(O interest (not including any tax-exenpt interest referred to
I n paragraph (2)(D)) and other ordinary incone (not including any
di vidend referred to in subparagraph (E)) received on assets held in
t he fund,

(D) ordinary incone froma transaction described in subsection
(b)(1)(C of this section, and

(E) the portion of any dividend referred to in paragraph (2) (0O
not taken into account under such paragraph.

(5) Except on termnation of a fund, capital |osses referred to in
paragraph (3)(B) or in paragraph (4)(B)(ii) shall be allowed only as an
offset to gains referred to in paragraph (3)(A) or (4)(B)(i),
respectively.

(f) Purposes of qualified wthdrawals; nonqualified w thdrawal treatnent
for nonfulfillnment of substantial obligations

(1) Aqualified withdrawal fromthe fund is one nade in accordance
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with the terns of the agreenent but only if it is for:

(A) the acquisition, construction, or reconstruction of a
qgual i fied vessel,

(B) the acquisition, construction, or reconstruction of barges
and containers which are part of the conplenent of a qualified
vessel, or

(C© the paynent of the principal on indebtedness incurred in
connection with the acquisition, construction or reconstruction of a
qualified vessel or a barge or container which is part of the
conpl enment of a qualified vessel.

Except to the extent provided in regulations prescribed by the
Secretary, subparagraph (B), and so nuch of subparagraph (C) as rel ates
only to barges and containers, shall apply only with respect to barges
and containers constructed in the United States.

(2) Under joint regulations, if the Secretary determ nes that any
substantial obligation under any agreenent is not being fulfilled, he
may, after notice and opportunity for hearing to the person maintaining
the fund, treat the entire fund or any portion thereof as an anount
wi thdrawn fromthe fund in a nonqualified wthdrawal.

(g) Tax treatnment of qualified withdrawals; basis: reduction

(1) Any qualified withdrawal froma fund shall be treated--
(A) first as made out of the capital account,
(B) second as nmade out of the capital gain account, and
(O third as made out of the ordinary income account.

(2) If any portion of a qualified wthdrawal for a vessel, barge, or
container is made out of the ordinary incone account, the basis of such
vessel, barge, or container shall be reduced by an anbunt equal to such
portion.

(3) If any portion of a qualified withdrawal for a vessel, barge, or
container is made out of the capital gain account, the basis of such
vessel, barge, or container shall be reduced by an anbunt equal to such
portion.

(4) If any portion of a qualified withdrawal to pay the principal on
any indebtedness is made out of the ordinary incone account or the
capi tal gain account, then an anmount equal to the aggregate reduction
whi ch woul d be required by paragraphs (2) and (3) if this were a
qualified wthdrawal for a purpose described in such paragraphs shall be
applied,in the order provided in joint regulations, to reduce the basis
of vessels, barges, and containers owned by the person naintaining the
fund. Any anmount of a withdrawal remaining after the application of the
precedi ng sentence shall be treated as a nonqualified w thdrawal.

(5) If any property the basis of which was reduced under paragraph
(2), (3), or (4) is disposed of, any gain realized on such disposition,
to the extent it does not exceed the aggregate reduction in the basis of
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such property under such paragraphs, shall be treated as an anount
referred to in subsection (h)(3)(A) of this section which was w t hdrawn
on the date of such disposition. Subject to such conditions and

requi renents as may be provided in joint regulations, the preceding
sentence shall not apply to a disposition where there is a redeposit in
an anount determ ned under joint regulations which wll, insofar as
practicable, restore the fund to the position it was in before the

wi t hdr awal .

(h) Tax treatnent of nonqualified wthdrawals; FlIFO and LI FO bases;
interest rate; amounts not withdrawn after 25 years; highest
mar gi nal rate of tax

(1) Except as provided in subsection (i) of this section, any
w thdrawal froma fund which is not a qualified wthdrawal shall be
treated as a nonqualified wthdrawal.
(2) Any nonqualified withdrawal froma fund shall be treated--
(A) first as made out of the ordinary inconme account,
(B) second as nade out of the capital gain account, and
(© third as nmade out of the capital account.

For purposes of this section, itens withdrawn from any account shall be
treated as wthdrawn on a first-in-first-out basis; except that (i) any
nonqual i fied w thdrawal for research, devel opnent, and desi gn expenses
i ncident to new and advanced ship design, machinery and equi pnent, and
(ii) any anobunt treated as a nonqualified w thdrawal under the second
sentence of subsection (g)(4) of this section, shall be treated as
W thdrawn on a last-in-first-out basis.

(3) For purposes of the Internal Revenue Code of 1986--

(A) any anount referred to in paragraph (2)(A) shall be included
in incone as an itemof ordinary incone for the taxable year in
whi ch the withdrawal is nade,

(B) any anmount referred to in paragraph (2)(B) shall be included
in income for the taxable year in which the withdrawal is nmade as an
itemof gain realized during such year fromthe disposition of an
asset held for nore than 6 nonths, and

(C for the period on or before the |ast date prescribed for
paynment of tax for the taxable year in which this withdrawal is
made- -

(i) no interest shall be payabl e under section 6601 of such
Code [26 U.S.C. 6601] and no addition to the tax shall be
payabl e under section 6651 of such Code [26 U S. C. 6651],

(ii) interest on the anobunt of the additional tax
attributable to any itemreferred to in subparagraph (A or (B)
shall be paid at the applicable rate (as defined in paragraph
(4)) fromthe |l ast date prescribed for paynment of the tax for
t he taxabl e year for which such itemwas deposited in the fund,
and
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(ii1) no interest shall be payable on anmobunts referred to in
clauses (i) and (ii) of paragraph (2) or in the case of any
nonqual i fied withdrawal arising fromthe application of the
recapture provision of section 1176(5) of this Appendix as in
effect on Decenber 31, 1969.

(4) For purposes of paragraph (3)(Q(ii), the applicable rate of
interest for any nonqualified w thdrawal --

(A) nade in a taxable year beginning in 1970 or 1971 is 8
percent, or

(B) nmade in a taxable year beginning after 1971, shall be
determ ned and published jointly by the Secretary of the Treasury
and the Secretary and shall bear a relationship to 8 percent which
the Secretaries determ ne under joint regulations to be conparable
to the relationship which the noney rates and i nvestnent yields for
t he cal endar year inmmedi ately precedi ng the begi nning of the taxable
year bear to the noney rates and i nvestnent yields for the cal endar
year 1970.

(5) Ampbunt not withdrawn fromfund after 25 years from deposit taxed
as nonqualified wthdrawal . --

(A) In general.--The applicabl e percentage of any anount which
remains in a capital construction fund at the cl ose of the 26th,
27th, 28th, 29th, or 30th taxable year follow ng the taxable year
for which such anbunt was deposited shall be treated as a
nonqual i fi ed withdrawal in accordance with the foll ow ng tabl e:

If the amount remains in the fund at the The applicable
cl ose of the-- percentage is--
26th taxable year........ ... .. . . . . . .. . e 20 percent
27th taxable year....... ... . .. . . .. 40 percent
28th taxable year. ... ... ... . . .. . 60 percent
29th taxable year........ ... ... . . . . ... 80 percent
30th taxable year. ... ... ... . .. . . .. .. 100

percent .

(B) Earnings treated as deposits.--The earnings of any capital
construction fund for any taxable year (other than net gains) shall
be treated for purposes of this paragraph as an anount deposited for
such taxabl e year.

(O Anmounts commtted treated as w t hdrawn. --For purposes of
subpar agraph (A), an amount shall not be treated as renmaining in a
capital construction fund at the close of any taxable year to the
extent there is a binding contract at the close of such year for a
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qualified withdrawal of such amount with respect to an identified
Item for which such wthdrawal may be nmade.

(D) Authority to treat excess funds as withdrawn.--1f the
Secretary determ nes that the balance in any capital construction
fund exceeds the anmount which is appropriate to neet the vessel
construction program objectives of the person who established such
fund, the anpbunt of such excess shall be treated as a nonqualified
wi t hdrawal under subparagraph (A) unl ess such person devel ops
appropriate program objectives within 3 years to dissipate such
excess.

(E) Amounts in fund on january 1, 1987.--For purposes of this
par agraph, all amounts in a capital construction fund on January 1,
1987, shall be treated as deposited in such fund on such date.

(6) Nonqualified wthdrawal s taxed at hi ghest marginal rate.--
(A) In general.--1n the case of any taxable year for which there
s a nonqualified wi thdrawal (including any anmount so treated under
paragraph (5)), the tax inposed by chapter 1 of the Internal Revenue
Code of 1986 [26 U.S.C. 1 et seq.] shall be determ ned--
(i) by excluding such withdrawal from gross income, and
(i1) by increasing the tax inposed by chapter 1 of such Code
by the product of the anmount of such w thdrawal and the highest
rate of tax specified in section 1 (section 11 in the case of a
corporation) of such Code [26 U S.C. 1, 11].

Wth respect to the portion of any nonqualified w thdrawal made out
of the capital gain account during a taxable year to which section

1(h) or 1201(a) of such Code [26 U.S.C. 1(h), 1201(a)] applies, the
rate of tax taken into account under the precedi ng sentence shal

not exceed 20 percent (34 percent in the case of a corporation).

(B) Tax benefit rule.--1f any portion of a nonqualified
withdrawal is properly attributable to deposits (other than earnings
on deposits) nade by the taxpayer in any taxable year which did not
reduce the taxpayer's liability for tax under chapter 1 [26 U S.C 1
et seq.] for any taxable year preceding the taxable year in which
such w t hdrawal occurs--

(1) such portion shall not be taken into account under
subpar agraph (A), and

(1i) an anmount equal to such portion shall be treated as
al l oned as a deduction under section 172 of such Code [26 U.S. C
172] for the taxable year in which such w thdrawal occurs.

(C Coordination with deduction for net operating |osses.--Any
nonqual i fi ed wi t hdrawal excluded from gross i ncone under
subpar agraph (A) shall be excluded in determ ning taxable incone
under section 172(b)(2) of the Internal Revenue Code of 1986 [ 26
US. C 172(b)(2)].



WAIS Document Retrieval

(i) Corporate reorgani zati ons and partnershi p changes

Under joint regul ations--

(1) a transfer of a fund fromone person to another person in a
transaction to which section 381 of the Internal Revenue Code of
1986 [26 U.S.C. 381] applies may be treated as if such transaction
did not constitute a nonqualified w thdrawal, and

(2) a simlar rule shall be applied in the case of a
continuation of a partnership (within the neaning of subchapter K
\1\ of such Code [26 U S.C. 701 et seq.]).

\1\ So in original. Probably should be followed by " of chapter 1''.

(j) Treatnment of existing funds; relation of old to new fund

(1) Any person who was maintaining a fund or funds (hereinafter in
this subsection referred to as " "old fund'') under this section (as in
effect before the enactnent of this subsection) nmay elect to continue
such old fund but--

(A) may not hold noneys in the old fund beyond the expiration
date provided in the agreenent under which such old fund is

mai nt ai ned (determ ned wi thout regard to any extension or renewal

entered into after April 14, 1970),

(B) may not sinultaneously maintain such old fund and a new fund
establ i shed under this section, and

(O if he enters into an agreenent under this section to
establish a new fund, nay agree to the extension of such agreenent
to sonme or all of the anmbunts in the old fund.

(2) In the case of any extension of an agreenent pursuant to
paragraph (1)(C, each itemin the old fund to be transferred shall be
transferred in a nontaxable transaction to the appropriate account in
the new fund established under this section. For purposes of subsection
(h)(3)(C of this section, the date of the deposit of any item so
transferred shall be July 1, 1971, or the date of the deposit in the old
fund, whichever is the |ater.

(k) Definitions

For purposes of this section--
(1) The term  “eligible vessel'' neans any vessel --

(A) constructed in the United States and, if reconstructed,
reconstructed in the United States,

(B) docunented under the laws of the United States, and

(C operated in the foreign or donestic conmerce of the United
States or in the fisheries of the United States.
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Any vessel which (i) was constructed outside of the United States but
docunent ed under the laws of the United States on April 15, 1970, or
(ii) constructed outside the United States for use in the United States
foreign trade pursuant to a contract entered into before April 15, 1970,
shall be treated as satisfying the requirenents of subparagraph (A) of
this paragraph and the requirenents of subparagraph (A) of paragraph
(2).
(2) The term "qualified vessel'' nmeans any vessel --
(A) constructed in the United States and, if reconstructed,
reconstructed in the United States,
(B) docunented under the laws of the United States, and
(© which the person maintaining the fund agrees with the
Secretary will be operated in the United States foreign, G eat
Lakes, or noncontiguous donestic trade or in the fisheries of the
Uni ted States.

(3) The term  "agreenent vessel'' neans any eligible vessel or
qualified vessel which is subject to an agreenent entered into under
this section.

(4) The term " United States'', when used in a geographical sense,
means the continental United States including Al aska, Hawaii, and Puerto
Ri co.

(5 The term " United States foreign trade'' includes (but is not

limted to) those areas in donestic trade in which a vessel built with
construction-differential subsidy is permtted to operate under the
first sentence of section 1156 of this Appendi Xx.

(6) The term “joint regulations'' neans regul ati ons prescri bed
under subsection (l) of this section.

(7) The term “vessel'' includes cargo handling equi prment which the
Secretary determines is intended for use primarily on the vessel. The
term  “vessel'' also includes an ocean-goi ng towi ng vessel or an ocean-

goi ng barge or conparable tow ng vessel or barge operated on the G eat
Lakes.

(8) The term "noncontiguous trade'' neans (i) trade between the
contiguous forty-eight States on the one hand and Al aska, Hawaii, Puerto
Rico and the insular territories and possessions of the United States on
the other hand, and (ii) trade fromany point in Al aska, Hawaii, Puerto
Ri co, and such territories and possessions to any other point in Al aska,
Hawai i, Puerto Rico, and such territories and possessions.

(9) The term "Secretary'' neans the Secretary of Conmerce with
respect to eligible or qualified vessels operated or to be operated in
the fisheries of the United States, and the Secretary of Transportation
with respect to all other vessels.

(1) Records; reports; rules and regul ations; term nation of agreenent
upon changes in regulations with substantial effect on rights or
obl i gati ons
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Each person maintaining a fund under this section shall keep such
records and shall make such reports as the Secretary or the Secretary of
the Treasury shall require. The Secretary of the Treasury and the
Secretary shall jointly prescribe all rules and regul ati ons, not
I nconsi stent with the foregoing provisions of this section, as may be
necessary or appropriate to the determnation of tax liability under
this section. If, after an agreenent has been entered into under this
section, a change is made either in the joint regulations or in the
regul ati ons prescribed by the Secretary under this section which could
have a substantial effect on the rights or obligations of any person
mai ntai ning a fund under this section, such person nmay term nate such
agr eenent .

(m Departnental reports and certification
(1) I'n general

For each cal endar year, the Secretaries shall each provide the
Secretary of the Treasury, wthin 120 days after the close of such
cal endar year, a witten report with respect to those capital
construction funds that are under their jurisdiction.

(2) Contents of reports

Each report shall set forth the name and taxpayer identification
nunber of each person--

(A) establishing a capital construction fund during such
cal endar year;

(B) maintaining a capital construction fund as of the |ast
day of such cal endar year;

(C) termnating a capital construction fund during such
cal endar year;

(D) making any withdrawal from or deposit into (and the
anounts thereof) a capital construction fund during such
cal endar year; or

(E) with respect to which a determ nati on has been nade
during such cal endar year that such person has failed to fulfill
a substantial obligation under any capital construction fund
agreenment to which such person is a party.

(June 29, 1936, ch. 858, title VI, Sec. 607, 49 Stat. 2005; June 23,
1938, ch. 600, Secs. 23-28, 52 Stat. 960, 961; Aug. 4, 1939, ch. 417,
Sec. 10, 53 Stat. 1185; July 17, 1952, ch. 939, Secs. 17-19, 66 Stat.
764, 765; Pub. L. 85-637, Aug. 14, 1958, 72 Stat. 592; Pub. L. 86-518,
Sec. 1, June 12, 1960, 74 Stat. 216; Pub. L. 87-45, Sec. 6, My 27,
1961, 75 Stat. 91; Pub. L. 87-271, Sept. 21, 1961, 75 Stat. 570; Pub. L.
91-469, Sec. 21(a), Cct. 21, 1970, 84 Stat. 1026; Pub. L. 93-116, Cct.
1, 1973, 87 Stat. 421; Pub. L. 97-31, Sec. 12(97), Aug. 6, 1981, 95
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Stat. 162; Pub. L. 99-514, Sec. 2, title Il, Sec. 261(d), (e), Cct. 22,
1986, 100 Stat. 2095, 2214; Pub. L. 100-647, title I, Sec. 1002(m(2),
Nov. 10, 1988, 102 Stat. 3382; Pub. L. 101-508, title X,
Sec. 11101(d)(7)(B), Nov. 5, 1990, 104 Stat. 1388-405; Pub. L. 105-34,
title I'll, Sec. 311(c)(2), Aug. 5, 1997, 111 Stat. 835.)

Ref erences i n Text

The I nternal Revenue Code of 1986, referred to in subsecs. (d)(1)
and (h)(3), is classified generally to Title 26, Internal Revenue Code.
Section 103, referred to in subsec. (e)(2)(D), which related to

I nterest on certain governnmental obligations was anended generally by
Pub. L. 99-514, title XIll, Sec. 1301(a), Cct. 22, 1986, 100 Stat. 2602,
and as so anended relates to interest on State and | ocal bonds.

Amendnent s

1997- - Subsec. (h)(6)(A). Pub. L. 105-34 substituted "~ 20 percent''
for 28 percent'' in concluding provisions.

1990- - Subsec. (h)(6)(A). Pub. L. 101-508 substituted " "section
1(h)'" for "~ “section 1(j)'".

1988- - Subsec. (h)(6)(A). Pub. L. 100-647 substituted " "section
1(j)'" for "~ “section 1(i)"'"'.

1986- - Subsec. (b)(1)(A), (B). Pub. L. 99-514, Sec. 2, substituted
““Internal Revenue Code of 1986'' for "~ “Internal Revenue Code of 1954'"'.

Subsec. (d)(1). Pub. L. 99-514, Sec. 2, substituted " Internal
Revenue Code of 1986'' for "~ "Internal Revenue Code of 1954'".

Subsec. (d)(1)(A), (D). Pub. L. 99-514, Sec. 261(e)(1), (2),
inserted " " and section 7518 of such Code''.

Subsec. (e)(2)(C. Pub. L. 99-514, Sec. 261(e)(3), substituted " "the
percent age applicabl e under section 243(a)(1) of the Internal Revenue
Code of 1986'' for "~ 85 percent''.

Pub. L. 99-514, Sec. 2, substituted " "section 243 of the Internal
Revenue Code of 1986'' for ~"section 243 of the Internal Revenue Code of
1954' ",

Subsec. (e)(4)(E). Pub. L. 99-514, Sec. 261(e)(4), anended subpar.
(E) generally. Prior to anendnent, subpar. (E) read as follows: "~ 15
percent of any dividend referred to in paragraph (2)(0."

Subsec. (g)(3). Pub. L. 99-514, Sec. 261(e)(5), anended par. (3)
generally. Prior to amendnent, par. (3) read as follows: "~ "If any
portion of a qualified withdrawal for a vessel, barge, or container is
made out of the capital gain account, the basis of such vessel, barge,
or contai ner shall be reduced by an anount equal to--

" (A) Five-eighths of such portion, in the case of a corporation

(other than an electing snmall business corporation, as defined in

section 1371 of the Internal Revenue Code of 1954, or

"7 (B) One-half of such portion, in the case of any other
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person. '’

Subsec. (h)(3). Pub. L. 99-514, Sec. 2, substituted " Internal
Revenue Code of 1986'' for "~ “Internal Revenue Code of 1954''.

Subsec. (h)(5), (6). Pub. L. 99-514, Sec. 261(e)(6), added pars. (5)
and (6).

Subsec. (i)(1). Pub. L. 99-514, Sec. 2, substituted " Internal
Revenue Code of 1986'' for "~ “Internal Revenue Code of 1954''.

Subsec. (m. Pub. L. 99-514, Sec. 261(d), added subsec. (m.

1981- - Subsecs. (a), (c¢), (f), (h)(4). Pub. L. 97-31, Sec. 12(97) (A,
substituted " “Secretary'' for "~ Secretary of Commerce'' wherever
appeari ng.

Subsec. (k). Pub. L. 97-31, Sec. 12(97), substituted in pars. (2)(C
and (7) "~ Secretary'' for "~ Secretary of Comerce'' and added par. (9).

Subsec. (l). Pub. L. 97-31, Sec. 12(97)(A), substituted
"“Secretary'' for " Secretary of Commerce'' wherever appeari ng.

1973--Subsec. (k)(8). Pub. L. 93-116 substituted " "(ii) trade from
any point in Alaska, Hawaii, Puerto R co, and such territories and
possessions to any other point in Al aska, Hawaii, Puerto Ri co, and such
territories and possessions.'' for " (ii) trade between Al aska, Hawaii,
and Puerto Rico and such territories and possessions and (iii) trade
between the islands of Hawaii.'

1970--Pub. L. 91-469 revised tax deferred reserve fund provisions
general ly, extended tax deferral privilege to vessels operated in
nonsubsi di zed foreign trade, noncontiguous donestic trade, G eat Lakes
trade, and in fisheries, built in the United States, and docunented
under her |aws, and substituted a new statutory framework consisting of
subsecs. (a) to (l) for determnation of tax status of deposits into and
wthdrawals fromthe fund for fornmer subsecs. (a) to (h) and providing
as foll ows:

Subsec. (a), a capital construction fund, agreenent rules, persons
el igible, replacenent, additional, or reconstructed vessels for
prescribed trade and fishery operations, anmount of deposits, annual
limtation, and conditions and requirenments for deposits and
wi t hdrawal s, subsec. (a) formerly permtting a 10 percent distribution
of net profits;

Subsec. (b), ceiling on deposits, deposits of |essees, and
definition of "~ agreenment vessel'', subsec. (b) formerly providing for a
capi tal reserve fund, deposits, and all owabl e di sbursenents;

Subsec. (c), investnment requirenents, depositories, fiduciary
requi renents, investnent in interest-bearing certificates (fornerly
provided in fornmer subsec. (d)(2) of this section), stock investnents,
i ncl udi ng conmon stock treatnment of preferred issues, percentage for
donmestic issues, listing and registration, prudent man acquisitions
(provisions fornmerly covered in fornmer subsec. (d)(3)(A) of this
section), and value and percentage equilibrium subsec. (c) fornerly
providing for creation of a special reserve fund, deposits, and
al | owabl e di sbursenents;

Subsec. (d), nontaxability of deposits and eligible deposits,
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subsec. (d) fornerly providing rules and regul ations for adm nistration
of reserve funds and investnent of funds, now covered in subsec. (c) of
this section;

Subsec. (e), capital account, capital gain account, and ordinary
I ncome account within the capital construction fund and Iimtation on
| osses, subsec. (e) fornmerly providing for withdrawal s from capital
reserve fund to neet needs due to operating | osses;

Subsec. (f), purposes of qualified wthdrawal s and nonqualifi ed
wi thdrawal treatnment for nonfulfillnment of substantial obligations,
subsec. (f) fornmerly providing for title to reserve funds on term nation
of contract;

Subsec. (g), tax treatnment of qualified wi thdrawal s and reducti on of
basis, subsec. (g) fornmerly providing for increase and transfer of
reserve funds and interest on overpaynent of taxes;

Subsec. (h), tax treatnent of nonqualified wthdrawals, FIFO and
LI FO bases, and interest rate, subsec. (h) fornerly providing for
exenption of reserve funds fromtaxation, in effect a tax deferral;

Subsec. (i), corporate reorganizations and partnershi p changes;

Subsec. (j), treatnent of existing funds and relation of old to new
f unds;

Subsec. (k), definitions; and

Subsec. (1), records, reports, rules, and regul ations, and
term nation of agreenent upon changes in regulations with substanti al
effect on rights or obligations.

1961- - Subsec. (b). Pub. L. 87-271 authorized the contractor, upon
consent of the Secretary of Conmerce, to pay anounts fromthe capital
reserve fund for research, devel opnent, and design expenses for new and
advanced shi p design nmachi nery and equi pnent, purchase of cargo
containers delivered after June 30, 1959, paynent of principal on
I ndebt edness incurred for containers, and for reinbursing the
contractor's general funds for expenditures for such purchases or
paynents, and required such cargo containers, to the extent paid for out
of the capital reserve fund, to be treated as vessels for purpose of
deposits and withdrawal s fromthe fund, except that depreciation thereon
shall be based on |ife expectancy used for such containers in
determ nation of "~ net earnings'' in subsec. (d)(1) of this section.

Pub. L. 87-45 inserted " “and on cruises, if any, authorized under
section 1183 of this Appendix'' after ~"route or service approved by the
Secretary'' in second par.

1960- - Subsec. (b). Pub. L. 86-518 substituted " "twenty-five-year
life expectancy'' for "~ “twenty-year |life expectancy''.

1958- - Subsec. (d). Pub. L. 85-637 designated first and second
par agr aphs as subdivisions (1) and (2), and added subdi vision (3).

1952- - Subsec. (b). Act July 17, 1952, Sec. 17, permtted
reconputation of |ife-expectancy of a reconstructed or reconditioned
vessel in use under an operating-differential subsidy contract, and
provi ded for reconputation of depreciation changes.

Subsec. (d). Act July 17, 1952, Sec. 18, substituted " as provided
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for in section 1177(b) of this Appendix'' after " "life of the vessel'
for ~“being twenty years''

Subsec. (g). Act July 17, 1952, Sec. 19, barred paynent of interest
by Governnment on overpaynent of taxes resulting fromvoluntary deposits
of earni ngs.

1939--Subsec. (c)(3). Act Aug. 4, 1939, permtted paynent fromthe
capi tal reserve fund, and authorized paynent from ot her assets of the
contractor if assets have not been repaid to the reserve funds, or if
prepaynents of anmounts not due before one year after the date of
termnation of the contract have been nade fromthe capital reserve
f unds.

1938- - Subsec. (b). Act June 23, 1938, Secs. 23, 24, substituted
““insurance and indemities'' for " “insurance indemities'' in first
par., and inserted provisions requiring deposit of proceeds of any sale
or other disposition of a vessel in the capital reserve funds, and to
permt the contractor to pay fromthe fund any suns ow ng but not yet
due on notes secured by nortgages on subsidi zed vessels.

Subsec. (c). Act June 23, 1938, Sec. 25, substituted "If the
profits, wthout regard to capital gains and capital | osses, earned by
t he business of the subsidized vessels and services incident thereto
exceed 10 per centum per annum and exceed the percentage of profits
deposited in the capital reserve fund, as provided in subsection (b) of
this section, the contractor shall deposit annually such excess profits
in this reserve fund'' for "~ "In this reserve fund, the contractor shall
deposit annually the profits earned by the business of the subsidized
vessel s and services incident thereto in excess of 10 per centum per
annum and i n excess of the percentage of profits deposited in the
capital reserve fund, as provided in subsection (b) of this section'',

i n second par.

Subsec. (c)(2). Act June 23, 1938, Sec. 26, substituted ~"wll be
made up'' for ~"wll not be made up''.

Subsecs. (f), (g). Act June 23, 1938, Sec. 27, added subsecs. (f)
and (g). Former subsec. (f) redesignated (h).

Subsec. (h). Act June 23, 1938, Sec. 28, redesignated forner subsec.
(f) as subsec. (h) and nade earnings withdrawn fromthe special reserve
fund taxable as if earned during the year of withdrawal fromthe fund.

Ef fective Date of 1997 Anendnent
Amendnent by Pub. L. 105-34 applicable to taxable years ending after

May 6, 1997, see section 311(d) of Pub. L. 105-34, set out as a note
under section 1 of Title 26, Internal Revenue Code.

Ef fective Date of 1990 Anendnent

Amendnent by Pub. L. 101-508 applicable to taxabl e years begi nni ng
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after Dec. 31, 1990, see section 11101(e) of Pub. L. 101-508, set out as
a note under section 1 of Title 26, Internal Revenue Code.

Ef fective Date of 1988 Anendment

Amendnent by Pub. L. 100-647 effective, except as otherw se
provided, as if included in the provision of the Tax Reform Act of 1986,
Pub. L. 99-514, to which such anendnent rel ates, see section 1019(a) of
Pub. L. 100-647, set out as a note under section 1 of Title 26, Internal
Revenue Code.

Ef fective Date of 1986 Anendment

Amendnent by section 261(d), (e) of Pub. L. 99-514 applicable to
t axabl e years beginning after Dec. 31, 1986, see section 261(g) of Pub.
L. 99-514, set out as an Effective Date note under section 7518 of Title
26, Internal Revenue Code.

Ef fective Date of 1970 Anendment

Section 21(b) of Pub. L. 91-469 provided that: "~ The anendnent made
by subsection (a) [anending this section] shall apply to taxable years
begi nning after Decenber 31, 1969.°

Ef fective Date of 1960 Anendnment

Amendnent by Pub. L. 86-518 applicable only to vessels delivered by
the shi pbuilder on or after Jan. 1, 1946, and with respect to such
vessel s shall becone effective on Jan. 1, 1960, and with respect to
vessel s delivered by the shipbuilder before Jan. 1, 1946, the provisions
of this chapter existing imediately before June 12, 1960, shal
continue in effect, see section 8(a) of Pub. L. 86-518, set out as a
not e under section 1125 of this Appendi x.

Merchant Marine Capital Construction Funds

For coordination of application of Internal Revenue Code of 1986
Wi th capital construction programunder this chapter, see section 261(a)
of Pub. L. 99-514, set out as a note under section 7518 of Title 26,
I nternal Revenue Code.

Deposits Into Capital Reserve Fund
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Pub. L. 92-507, Sec. 6, Cct. 19, 1972, 86 Stat. 917, provided that:
""Nothing in this Act [enacting this note and anendi ng subchapter Xl of
this chapter] shall limt or affect the right of an obligor who
mai ntains a capital reserve fund under section 607 of the Merchant
Marine Act, 1936 [this section] to nmake deposits of the proceeds of
guar ant eed obligations into such capital reserve fund as provided in
subpar agraph (c) of condition (6) of section 1107 of the Merchant Marine
Act, 1936 [subparagraph (c) of condition (6) of section 1276a of formner
Title 46, Shipping], as in effect prior to the effective date of this
Act [Cct. 9, 1972]."'"

Rat e of Depreciation for Vessels Delivered by Shipbuilder On or After
January 1, 1946, and Before January 1, 1960

For provisions relating to conputation of depreciation with respect
to vessels delivered by the shipbuilder on or after Jan. 1, 1946, and
before Jan. 1, 1960, see section 8(b) of Pub. L. 86-518, set out as a
note under section 1125 of this Appendi x.

Revi sion of Contracts, Commtnents To |Insure Mrtgages, Mortgages, and
Mort gage | nsurance Contracts Entered Into Prior to June 12, 1960

For provisions authorizing revision, see section 8(c) of Pub. L. 86-
518, set out as a note under section 1125 of this Appendi Xx.

Commer ci al Expectancy or Period of Depreciation of Tankers and O her
Liquid Bulk Carriers

Not hi ng i n any amendnment made by Pub. L. 86-518 to operate or be
interpreted to change from20 to 25 years the provisions of this chapter
relating to the comrercial expectancy or period of depreciation of any
tanker or other liquid bulk carrier, see section 9 of Pub. L. 86-518,
set out as a note under section 1125 of this Appendi x.

Section Referred to in O her Sections

This section is referred to in sections 1177-1, 1185, 1244 of this
Appendi x; title 26 sections 56, 139, 543, 7518; title 42 section 9141.
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liabilities associated with the
production facilities of these companies
were contributed to the newly formed
companies in preparation for
privatization.

With regard to Bolzano, the
petitioners argue that the company’s
financial statements demonstrate the
continuity in the company’s business
activities before and after its sale. In
particular, the company’s production of
merchandise continued unimpeded
during the period of ownership change.
Therefore, the petitioners request,
consistent with the methodology in the
AST Remand Redetermination, that all
non-recurring subsidies provided to
Finsider/ILVA and Falck be attributed
in full to CAS and Valbruna/Bolzano,
respectively.

D. Programs

We are including in our investigation
the following programs alleged in the
petition to have provided
countervailable subsidies to producers
and exporters of the subject
merchandise in Italy:

Government of Italy Subsidies

1. Capacity Reduction Payments
under Law 193/1984

2. Law 796/76 Exchange Rate
Guarantees

3. Article 33 of Law 227/77, Export
Credit Financing Under Law 227/77,
and Decree Law 143/98

4. Law 451/94 Early Retirement
Benefits

5. Grants under Laws 46/82 and 706/
85

6. Law 181/89 and Law 120/89

7. Law 488/92, Legislative Decree 96/
93 and Circolare 38522

8. Law 341/95 and Circolare 50175/95

9. Law 675/77

10. Export Marketing Grants under
Law 394/81

11. Law 10/91

12. Law 481/94 “Law on Dismantling
of the Private-Sector Steel Industry”

13. Law 549/95

Government of Bolzano Subsidies

14. Bolzano Law 25/81 Articles 13
through 15

Government of Valle d’ Aosta Subsidies

15. Valle d’ Aosta Law 64/92
16. Valle d’ Aosta Law 12/87

European Union Subsidies

17. ECSC Article 54 Loans

18. European Social Fund

19. ECSC Article 56 Conversion
Loans, Interest Rebates and
Restructuring Grants

20. European Regional Development
Fund

21. Commission Decision 88/588 and
Resider IT

Company Specific Subsidies Conferred
by the Government of Italy

22. Restructuring Subsidies Provided
to CAS

A. Equity Infusions to Finsider and
ILVA

B. Pre-Privatization Assistance and
Debt Forgiveness

Company Specific Subsidies Conferred
by the Government of Bolzano

23. Purchase and Leaseback of
Bolzano Industrial Site

A. Lease of Bolzano Industrial Site to
Valbruna

B. Lease Exemption under Valbruna/
Bolzano Lease

C. Environmental and Research and
Development Assistance to Bolzano

Company Specific Subsidies Conferred
by the Government of Valle d”” Aosta

24. Assistance Associated with Sale of
CAS

A. Lease of Cogne Industrial Site

B. Provision of Electricity

C. Waste Plant

D. Loans to CAS to Transfer its
Property

Distribution of Copies of the Petition

In accordance with section
702(b)(4)(A)({) of the Act, a copy of the
public version of the petition have been
provided to the GOI and the EC. We will
attempt to provide a copy of the public
version of the petition to each exporter
named in the petition, as provided for
under § 351.203(c)(2) of the
Department’s regulations.

ITC Notification

We have notified the ITC of our
initiation, as required by section 702(d)
of the Act.

Preliminary Determination by the ITC

The ITC will determine no later than
February 12, 2001, whether there is a
reasonable indication that import of
stainless steel bar from Italy is causing
material injury, or threatening to cause
material injury to, a U.S. industry. A
negative ITC determination will result
in the investigation being terminated;
otherwise, the investigation will
proceed according to statutory and
regulatory time limits.

This notice is issued and published
pursuant to section 777(i) of the Act.

Dated: January 17, 2001.
Troy H. Cribb,

Assistant Secretary for Import
Administration.

[FR Doc. 01-2203 Filed 1-24—-01; 8:45 am]
BILLING CODE 3510-DS-P

DEPARTMENT OF COMMERCE

National Oceanic and Atmospheric
Administration

[1.D. 012201B]

Fishing Vessel Capital Construction
Fund Agreement, Application, and
Certificate of Construction/
Reconstruction

AGENCY: National Oceanic and
Atmospheric Administration (NOAA)

ACTION: Proposed information
collection; comment request.

SUMMARY: The Department of
Commerce, as part of its continuing
effort to reduce paperwork and
respondent burden, invites the general
public and other Federal agencies to
take this opportunity to comment on
proposed and/or continuing information
collections, as required by the
Paperwork Reduction Act of 1995, Pub.
L. 104-13 (44 U.S.C. 3506(c)(2)(A)).
DATES: Written comments must be
submitted on or before March 26, 2001.

ADDRESSES: Direct all written comments
to Madeleine Clayton, Departmental
Forms Clearance Officer, Department of
Commerce, Room 6086, 14th and
Constitution Avenue NW., Washington
DC 20230 (or via Internet at
MClayton@doc.gov).

FOR FURTHER INFORMATION CONTACT:
Requests for additional information or
copies of the information collection
instrument(s) and instructions should
be directed to Charles L. Cooper,
Financial Services Division, Office of
Sustainable Fisheries, National Marine
Fisheries Service, 1315 East-West
Highway, Silver Spring, MD 20910,
phone 301-713-2396.

SUPPLEMENTARY INFORMATION:

1. Abstract

Respondents will be commercial
fishing industry individuals,
partnerships, and corporations that
want to enter into Capital Construction
Fund agreements with the Secretary of
Commerce. Such agreements allow
deferral of Federal taxation on fishing
vessel income deposited into a fund for
the respondent for use in the
acquisition, construction, or
reconstruction of a fishing vessel.
Deferred taxes are recaptured by
reducing an agreement vessel’s basis for
depreciation by the amount withdrawn
from the fund for its acquisition,
construction, or reconstruction. The
information collected from agreement
holders is used to determine their
eligibility to participate in the Capital
Construction Fund Program pursuant to



7742

Federal Register/Vol. 66, No. 17/ Thursday, January 25, 2001/ Notices

50 CFR part 259. At the completion of
the construction/reconstruction, a
certificate to that effect must be
submitted.

II. Method of Collection

The information will be collected on
forms: the Fishing Vessel Capital
Construction Fund Application, the
Interim Capital Construction Fund
Agreement, and the Certificate of
Construction/Reconstruction.

II1. Data

OMB Number: 0648-0090.
Form Number: NOAA Form 88-14.
Type of Review: Regular submission.

Affected Public: Business and other
for-profit organizations.

Estimated Number of Respondents:
1,000.

Estimated Time Per Response: 3.5
hours for an agreement, 1 hour for a
certificate.

Estimated Total Annual Burden
Hours: 2,250.

Estimated Total Annual Cost to
Public: $1,000.

IV. Request for Comments

Comments are invited on: (a) Whether
the proposed collection of information
is necessary for the proper performance
of the functions of the agency, including
whether the information shall have
practical utility; (b) the accuracy of the
agency’s estimate of the burden
(including hours and cost) of the
proposed collection of information; (c)
ways to enhance the quality, utility, and
clarity of the information to be
collected; and (d) ways to minimize the
burden of the collection of information
on respondents, including through the
use of automated collection techniques
or other forms of information
technology.

Comments submitted in response to
this notice will be summarized and/or
included in the request for OMB
approval of this information collection;
they also will become a matter of public
record.

Dated: January 19, 2001.
Gwellnar Banks,

Management Analyst, Office of the Chief
Information Officer.

[FR Doc. 01-2319 Filed 1-24-01; 8:45 am]
BILLING CODE 3510-22-S

DEPARTMENT OF COMMERCE

National Oceanic and Atmospheric
Administration

[1.D. 011901B]

Endangered Species; Permits

AGENCY: National Marine Fisheries
Service (NMFS), National Oceanic and
Atmospheric Administration (NOAA),
Commerce.

ACTION: Receipt of an application for a

scientific research permit 1275 and
1276.

SUMMARY: Notice is hereby given of the
following actions regarding permits for
takes of endangered and threatened
species for the purposes of scientific
research and/or enhancement: NMFS
has received a scientific research permit
application from Mr. Joseph Hightower,
of North Carolina Cooperative Fish and
Wildlife Research Unit (NCCFWRU)
(1275)and from Mr. Jay Holder, of
Florida Fish and Wildlife Conservation
Commission (FFWCC) (1276).

DATES: Comments or requests for a
public hearing on any of the new
applications or modification requests
must be received at the appropriate
address or fax number no later than 5
p-m. eastern standard time on February
26, 2001.

ADDRESSES: Written comments on any of
the new applications or modification
requests should be sent to the
appropriate office as indicated below.
Comments may also be sent via fax to
the number indicated for the application
or modification request. Comments will
not be accepted if submitted via e-mail
or the Internet. The applications and
related documents are available for
review in the indicated office, by
appointment:

For permits 1275, 1276: Office of
Protected Resources, Endangered
Species Division, F/PR3, 1315 East-West
Highway, Silver Spring, MD 20910 (ph:
301-713-1401, fax: 301-713-0376).

FOR FURTHER INFORMATION CONTACT:
Terri Jordan, Silver Spring, MD (ph:
301-713-1401, fax: 301-713-0376, e-mail:
Terri.Jordan@noaa.gov).

SUPPLEMENTARY INFORMATION:
Authority

Issuance of permits and permit
modifications, as required by the
Endangered Species Act of 1973 (16
U.S.C. 1531-1543) (ESA), is based on a
finding that such permits/modifications:
(1) are applied for in good faith; (2)
would not operate to the disadvantage
of the listed species which are the

subject of the permits; and (3) are
consistent with the purposes and
policies set forth in section 2 of the
ESA. Authority to take listed species is
subject to conditions set forth in the
permits. Permits and modifications are
issued in accordance with and are
subject to the ESA and NMFS
regulations governing listed fish and
wildlife permits (50 CFR parts 222-226).

Those individuals requesting a
hearing on an application listed in this
notice should set out the specific
reasons why a hearing on that
application would be appropriate (see
ADDRESSES). The holding of such
hearing is at the discretion of the
Assistant Administrator for Fisheries,
NOAA. All statements and opinions
contained in the permit action
summaries are those of the applicant
and do not necessarily reflect the views
of NMFS.

Species Covered in This Notice

The following species and
evolutionarily significant units (ESU’s)
are covered in this notice:

Fish

Shortnose sturgeon (Acipenser
brevirostrum)

New Applications Received

Application 1275: The applicant
proposes to conduct a two year survey
of the Nuese River to prepare a baseline
study of the possible existance of
shortnose sturgeon in the river. The
research will use the NMFS sampling
protocols for determining presence or
absence of shortnose sturgeon in a
selected river. The goals of the study are
to determine whether shortnose
sturgeon are present within the Nuese
River system, and to determine if
suitable shortnose sturgeon habitat is
available within the river system.

Application 1276: The applicants
propose to conduct an absence/presence
study for shortnose sturgeon in the St.
John River, Florida. Shortnose sturgeon
were last reported in the system in the
1970s and 1980s. The primary objective
of the study is to determine the existing
population level of shortnose sturgeon
within the river system. The applicant
will use the NMFS approved sampling
prototcols for a presence/absence study.
Obtaining an estimate of shortnose
sturgeon numbers will allow resource
partners to implement the secondary
objective whereby other recovery plan
strategies for the species can proceed.
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